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INDIVIDUAL RETIREMENT ACT OF 1955 


MONDAY, JUNE 27, 1955 


House or REPRESENTATIVES, 
ComMMITTEE ON Ways anpD Means, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in the main com- 
mittee room of the House Committee on Ways and Means, Hon. Jere 
ee (chairman) presiding. 

The Cuatrman. The committee will please be in order. 

This morning, the Committee on Ways and Means is meeting in 
public hearings to receive testimony in regard to the Individual Re- 
tirement Act of 1955, H. R. 10, introduced by our distinguished col- 
league, Hon. Eugene J. Keogh. A companion bill to this legislation, 
H. R. 9, was introduced by Hon. Thomas A. Jenkins, also a dis- 
tinguished member of this committee. 

It is expected that the committee will conclude this hearing tomor- 
row. Because of the rather lengthy list of witnesses scheduled for 
each of the 2 days and also because of certain other matters that in- 
dividual members of the committee must take care of on the floor 
of the House, it is hoped that each witness will be as brief as possi- 
ble. We will be happy to receive for the record any material that 
persons may desire to submit in supplementation of their oral re- 
marks or in lieu of an appearance. The Chair does not desire to im- 
pose an arbitrary time limit for the witnesses unless compelled to. 
However, I do stress the fact that it is essential that the witnesses 
keep their statements to the minimium length. 

The first witness this morning is Hon. George M. Humphrey, Sec- 
retary of the Treasury. Immediately preceding the Secretary’s re- 
marks, without objection, I will insert in the record a copy of the 
bill, H. R. 10. Since they are identical bills, it will not be necessary to 
insert a copy of H. R. 9. 

Mr. Secretary, if you will come forward and follow the usual pro- 
cedure of identifying yourself for the record, we will be happy to 
hear your prepared testimony without interruption. 

Mr. Kerocu. Mr. Chairman? 

The Cuatrman. Mr. Keogh. 

Mr. Keocu. Before the Secretary starts his prepared statement, 
may I have the record note that my cosponsor and I are deeply grate- 
ful to the chairman and to the committee for having set these dates 
for this hearing. We are certainly conscious of the difficulties with 
which the committee is faced, and we appreciate very much the 
courtesy that has been extended. We hope that out of the hearings 
will come progress. 
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The Cuarrman. We appreciate the remarks of the gentleman from 
New York. 


All right, Mr. Secretary. We are very happy to welcome you again 
to the workshop of the people, and you may proceed. 
(H. R. 10 is as follows :) 


{H. R. 10, 84th Cong., Ist sess.] 
A BILL To encourage the establishment of voluntary pension plans by individuals 


Be it enacted by the Senate and House of Representatives of the United States 


of America in Congress assembled, That this Act may be cited as the “Individual 
Retirement Act of 1955”. 


SEC. 2, EXCLUSION OF PORTION OF INCOME PAID TO A RESTRICTED 
RETIREMENT FUND OR AS PREMIUMS UNDER A RE- 
STRICTED RETIREMENT ANNUNITY CONTRACT 


(a) Part III of subchapter B of chapter 1 of the Internal Revenue Code of 
1954 (relating to items specifically excluded from gross income) is hereby 


amended by redesignating section 121 as section 122 and by inserting after sec- 
tion 120 the following new section : 


“SEC. 121. AMOUNTS PAID TO A RESTRICTED RETIREMENT FUND OR 


AS PREMIUMS UNDER A RESTRICTED RETIREMENT AN- 
NUITY CONTRACT 


“(a) General Rule.—In the case of a qualified individual, there shall be 
excluded from gross income in the taxable year the portion of income of such 
year paid within such year to a restricted retirement fund, or to a life insurance 
company (as defined in section 801) as premiums under a restricted retirement 
annuity contract. Such portion of income shall be taxable at the time and in 
the manner provided in sections 72 (n) and 405 (c). The term ‘qualified indi- 
vidual’ as used in this section means any individual except an individual who 
is an employed person and who at any time during the taxable year is a member 
of, or is eligible to become a member of, or upon meeting specified age and service 
requirements will be eligible to become a member of, or who is receiving or has 
received payments (1) under a pension or profit-sharing plan of his employer 
from a trust which is a qualified trust under section 401, or (2) under a pen- 
sion plan set up for its officers, or employees, or both, by the United States or 
any agency or territory thereof, the District of Columbia, any State or political 
subdivision or instrumentality of either, or any organization described in sub- 
section (c) or (d) of section 501 or in section 521. The term ‘employed person’ 
as used in this subsection shall not include an employed person who is also 
a self-employed person if during the taxable year more than 75 percent of his 
earned net income is derived from a trade or business carried on by him or 
by a partnership of which he is a member. Amounts paid by a qualified indi- 
vidual to a restricted retirement fund, or to an insurance company as premiums 
under a restricted retirement annuity contract, within 60 days after the close 
of a taxable year may, at the election of the taxpayer, be treated as having 
been paid on the last day of the taxable year. 

“(b) LimITatTions.—Except as provided in subsections (c) and (d), the total 
amount excludable under subsection (a) for any taxable year shall not exceed 
10 percent of the taxpayer’s earned net income, or $7,500, whichever is the lesser. 
The aggregate amount excludable under this section for all taxable years during 
the taxpayer's lifetime shall not exceed $150,000. 

“(c) SpecraL Ru.Le.—In the case of a qualified individual who before Jan- 
uary 1, 1955, had reached his 55th birthday, the amount annually excludable 
under subsections (a) and (b) shall be increased by an amount equal to 1 per- 
cent of the taxpayer’s earned net income, or $750, whichever is the lesser, multi- 
plied by the number of full years of his age in excess of 55 determined as of 
January 1, 1955, but not in excess of 20. The additional exclusion under this sub- 


section shall not apply to taxable years of a taxpayer subsequent to the tax- 
able year in which he reaches age 75. 


“(d) CARRY-OVER OF UNUSED ExcLUSION.— 
“(1) CompuTaTion.—The unused exclusion adjustment for any taxable 
year shall be the aggregate of the unused exclusion carry-overs. 
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““(2) DEFINITION OF UNUSED EXCLUSION.—For purposes of this subsection, 
the term ‘unused exclusion’ means, in the case of any qualified individual, the 
excess, if any, of (A) the amount which, if paid to a restricted retirement 
fund or to an insurance company as premiums under a restricted retirement 
annuity contract, could be excluded under subsections (a) and (b) from 
the taxpayer’s gross income during any taxable year, over (B) the amount 
actually so paid or treated as having been paid during such year. 

“(3) AMOUNT OF CARRY-OVER.—If for any taxable year beginning after 
December 31, 1954, the taxpayer has an unused exclusion, such unused 
exclusion shall be an unused exclusion carry-over for each of the suc- 
ceeding 5 taxable years, except that the carry-over in the case of each 
succeeding taxable year (other than the first succeeding taxable year) shall 
be reduced by the aggregate amounts by which the amounts paid or treated 
as having been paid to a restricted retirement fund or to an insurance 
company as premiums under a restricted retirement annuity contract dur- 
ing each of the intervening taxable years are in excess of 10 percent of the 
taxpayer’s earned net income but not in excess of $7,500. 

“(4) ALLOWANCE.—In the case of a qualified individual the amount an- 
nually excludable from gross income under subsections (a) and (b) shall 
be increased by an amount equal to the difference between 10 percent of 
the taxpayer’s earned net income and $7,500, but not in excess of the tax- 
payer’s unused exclusion adjustment. 

“(e) DEFINITION OF RESTRICTED RETIREMENT FuND.— 


“For definition of ‘restricted retirement fund’, see section 405 (b). 

“(f) DEFINITION OF RESTRICTED RETIREMENT ANNUITy CONTRACT.—For pur- 
poses of this chapter, the term ‘restricted retirement annuity contract’ means 
an annuity contract, in such form as may be approved under regulations pre- 
scribed by the Secretary or his delegate, purchased by the taxpayer from an 
insurance company, under the terms of which contract— 

“(1) income payments commence not earlier than the date on which he 
attains age 65; 

“(2) except in case of his permanent and total disability (which shall be 
certified to the insurance company by affidavit of a licensed doctor of medi- 
cine other than the taxpayer) no refund, cash surrender value, or other 
cash benefits is payable before his attainment of such age ; and 

““(3) there is no right on the part of the taxpayer to assign the contract, 
except to designate one or more beneficiaries to receive any guaranteed 
minimum return thereunder and except to purchase an annuity contract 
providing joint, survivorship, or joint and survivorship benefits in favor of 
his spouse or any dependent or dependents. 

For purposes of this subsection and of section 405 (b) (3), a disability shall be 
deemed to be ‘total’ if it prevents a person from engaging in any substantially 
gainful activity from which he can earn a livelihood, and it shall be deemed 
to be ‘permanent’ during its further continuance after it has continued for a 
period of 3 months or if the person has suffered the entire and irrevocable loss 
of the sight of both eyes or the severance or entire loss of use of both hands or 
of both feet or of one hand and one foot: Provided, That any such disability 
commences before age 65. 

“(g) DEFINITION OF EARNED INCOME, Etc.—For purposes of his section— 

“(1) The term ‘earned income’ means wages salaries, professional fees, 
and other amounts received as compensation for personal services actually 
rendered, income from any literary, musical. or artistic composition created 
by the taxpayer, and any income from a copyright on such literary, musical, 
or artistic composition, but does not include any amount not included in gross 
income (computed without reference to this section), nor that part of the 
compensation derived by the taxpayer for personal services rendered by him 
to a corporation which represents a distribution of earnings and profits 
rather than a reasonable allowance as compensation for the personal services 
actually rendered. 

(2) The term ‘earned income deductions’ means such deductions as are 
allowed by this chapter for the purpose of computing taxable income and 
are properly allocable to or chargeable against earned income. 

“(3) The term ‘earned net income’ means the excess of the amount of 
earned income over the sum of the earned income deductions. 
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“(4) In the case of a taxpayer engaged in a trade or business in which 
both personal services and capital are material income-producing factors, the 
determination of the portion of the profits attributable to personal services 
shall be made under regulations prescribed by the Secretary or his delegate. 

“(h) Consent By TAxPayEeR.—This section shall apply only to a taxpayer who 
files with the Secretary or his delegate, in such manner, in such form, and within 
such time as the Secretary or his delegate may by regulations prescribe, a consent 
to have taxed in the manner specified in sections 72 (n) and 405 (c) the portion 
of income excluded from gross income under this section.” 

(b) The table of sections for part III of subchapter B of chapter 1 of the In- 
ternal Revenue Code of 1954 is hereby amended by striking out “Sec. 121. Cross 
references to other Act.” and by inserting in lieu thereof the following: 

“Sec. 121. Amounts paid to a restricted retirement fund or as premiums under a 


restricted retirement annuity contract. 
‘Sec. 122. Cross references to other Acts.” 


SEC. 3. INCLUSION IN GROSS INCOME OF ANNUITY PAYMENTS RE- 
CEIVED FROM A RESTRICTED RETIREMENT FUND 


Section 72 of the Internal Revenue Code of 1954 (relating to annuities, etc.) 
is hereby amended by adding at the end thereof the following new subsection: 

“(n) RESTRICTED RETIREMENT ANNUITIES.—If an annuity contract is purchased 
by a trustee for an individual under a plan with respect to which section 405 
applies, or if such individual has purchased a restricted retirement annuity con- 
tract (as defined in section 121 (f)), such individual shall include in gross in- 
come the amounts received under any such annuity contract for the year received ; 
and for purposes of this chapter such annuity contract shall be deemed to have a 
basis of zero.” 


SEC. 4. RESTRICTED RETIREMENT FUNDS 


(a) Part I of subchapter D of chapter 1 of the Internal Revenue Code of 1954 
(relating to pension, profit-sharing, stock bonus plans, etc.) is hereby amended 
by adding at the end thereof the following new section: 


“SEC. 405. RESTRICTED RETIREMENT FUNDS 


(a) EXEMPTION From Tax.—A restricted retirement fund shall not be taxable 
under this chapter and no provision of this chapter (other than this section) 
shall apply with respect to such fund. 

“(b) DEFINITION OF RESTRICTED RETIREMENT FuNbD.—For purposes of this chap- 
ter, the term ‘restricted retirement fund’ means a trust forming part of a bona 
fide retirement plan for the exclusive benefit of its participating members for 
the purpose of distributing to such members or their beneficiaries the corpus, 
profits, and earnings of the trust accumulated by the trust in accordance with the 
plan if under the plan and the trust instrument— 

“(1) the interest of a participating member is nonassignable, except as 
to his right— 

“(A) to designate one or more beneficiaries to receive any interest in 
in the trust to which he may be entitled at his death; and 

“(B) to designate his spouse or any dependent or dependents as a 
joint, survivor, or joint and survivor annuitant under any annuity con- 
tract through which his interest in the trust may be distributed. 

(2) the trustee is a bank (as defined in section 581), and under the trust 
indenture is authorized and directed (A) to invest and reinvest the assets 
of the trust in any investment permitted by the trust indenture, to the 
extent allowed by local law, or (B) to apply the amounts paid into the fund 
by each participating member to the purchase of one or more restricted retire- 
ment annuity contracts on the life of such member, to which the trustee shall 
hold legal title and exercise all options until the maturity thereof ; 

(3) except in the case of his total and permanent disability (as defined 
in section 121 (f)), which shall be certified to the trustee by affidavit of a 
licensed doctor of medicine other than the taxpayer, the distribution of the 
interest of any participating member in the trust may not be made to him 
during his lifetime at a date commencing earlier than the date on which 
he attains age 65 and may only be made under one or more of the following 
optional methods of distribution to be elected by him— 

“(A) in a lump sum; 
“(B) in annual, quarterly, or monthly installments of a designated 
amount over a period of years ; 
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“(C) by the purchase by the trustee from an insurance company 
designated by the participating member, in the name of such member, 
of one or more single premium life annuity contracts (with or without 
a guaranteed minimum return and with or without provision for a joint, 
survivor, or joint and survivor annuitant). 


“(¢) TAXABILITY oF BENEFICIARY.—The amount actually distributed or made 
available to any distributee under a restricted retirement fund under the option 
described in subsection (b) (3) (C@) shall be taxable to him under the provisions 
of subsection (n) of section 72 and the amount actually distributed or made 
available to any such distributee under one of the options described in subsee- 
tions (b) (3) (A) or (b) (3) (B) shall be taxable to him, in the year in which 
so distributed or made available, under the provisions of subsection (n) of see- 
tion 72 as if it were an annuity under an annuity contract taxable under such 
subsection, except that if the entire interest is distributed in a lump sum under 
the option described in subsection (b) (3) CA) after having accumulated over 
a period of more than 5 years it shall be treated as a gain frém the sale or 
exchange of a capital asset held for more than 6 months.” 

(b) The table of sections for part I of subchapter D of chapter 1 of the 
Internal Revenue Code of 1954 is hereby amended by adding at the end thereof 
the following: 

“See. 405. Restricted retirement funds.” 


SEC. 5. TREATMENT OF AMOUNTS RECEIVED BY A SURVIVING 
SPOUSE OR OTHER BENEFICIARY UNDER A RESTRICTED 
RETIREMENT FUND OR RESTRICTED RETIREMENT AN- 
NUITY POLICY 

Section 691 of the Internal Revenue Code of 1954 (relating to recipients of 
income in respect of decedents) is hereby amended by adding at the end thereof 
the following new subsection : 

“(f) DISTRIBUTIONS TO A SURVIVING Speouse oR OTHER BENEFICIARY OF A 
PARTICIPANT IN A RestTrRicreD RETIREMENT FUND, Erc—For purposes of this 
section, distributions to a surviving spouse or other beneficiary of a participant 
in a restricted retirement fund (as defined in section 405 (b)), or to a surviving 
distributee under a restricted retirement annuity contract described in section 
72 (n), shall be deemed to be an item of gross income in respect of a decedent 
which is not properly includible in respect of the taxable period in which falls 
the date of his death or a prior period, within the meaning of this section.” 


SEC. 6. TAXABLE YEARS TO WHICH APPLICABLE 


The amendments made by this Act shall apply only with respect to taxable 
years beginning after December 31, 1954. 


STATEMENTS OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY; LAURENS WILLIAMS, ESQ., ASSISTANT TO THE 
SECRETARY; AND ARTHUR FEFFERMAN, ANALYSIS STAFF, 
TREASURY DEPARTMENT 


Secretary Humpnrey. Mr. Chairman and members of the com- 
mittee; the Treasury has done a great deal of work on the general sub- 
jects covered by these two bills. That work was done under the per- 
sonal direction and attention of Mr. Marion Folsom, the Under Secre- 
tary, and Mr. Dan Smith, our tax consultant. Unfortunately, both 
of those gentlemen are out of the city, one abroad, and the other on his 

vacation, and not available to return for this purpose; so that with 
your permission what I would like to do would be to present a short 
statement of my own with respect to this bill and then ask Mr. Wil- 
liams, who has worked with these men on the subject, to present in 
detail the work that has been developed by the Treasury in this con- 
nection. 
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The Cuatrman. Without objection, that request is granted, Mr. 

Secretary. 
_ Secretary Humpnrey. Mr. Chairman, I am pleased to accept your 
invitation to discuss the proposals to allow slbatolanl eal to 
postpone payment of income tax on a part of their current earnings 
which they set aside to provide retirement income in later years. The 
purpose of such a tax allowance would be to give the self-employed 
opportunities to build up retirement incomes somewhat comparable 
to those which employees can now receive through pension plans, 
financed in whole or in part by their employers. Employee pension 
plans, if arranged on a nondiscriminatory basis, now receive favorable 
tax treatment. 

The Treastry Department has made an extended study of various 
proposals for special tax treatment of savings by silbaupleped people 
to provide themselves with retirement income. We have prepared a 
report covering what we deem to be the major problems involved in 
these proposals, and an analysis of their potential effects on the reve- 
nue, which Mr. Williams will present to you. This report summarizes 
our views and suggestions, 

In view of the difference of treatment under the present law be- 
tween self-employed individuals and employees, the Department would 
be sympathetic to a limited form of special allowances when general 
tax relief is possible in the future. The self-employed who might 
qualify for such treatment would be necessarily limited and might 
well be defined as those who are then covered on a mandatory basis 
under the social-security system. Self-employed groups who are now 
excluded from social security should have the opportunity to come 
under the system at the same time as tax provisions for retirement 
income of self-employment are established. 

As you will see from the analysis of the problems which will be given 
to you by Mr. Williams, there are many important points to be con- 
sidered and resolved before any practicable plan can be evolved. We 
will welcome the opportunity to assist your committee in its further 
studies of the subject. 

However, in view of the revenue loss involved in even a restricted 
plan, the Treasury Department does not now favor the adoption this 

ear of any plan giving tax exclusions for savings for retirement 
income to self-employed people. 

At this point, I would like to ask Mr. Williams to take up his de- 
tailed study and present it to you. 

The Cuatrman. Mr. Secretary, if you will permit: Do you have an 
estimate of the probable loss of revenue on the bill ? 

Secretary Humpnrey. Mr. Williams has that. 

Mr. Kroeu. Mr. Chairman, may I ask, if the Secretary is not going 
to remain for questioning, if we are to assume that Mr. Williams is 
authorized by him to give answers to the questions that might have 
been directed to him ? 

Secretary Humpnrey. That is right. Mr. Williams will answer on 
the detail of it. 

Mr. Kroc. To that exent he will be speaking for you? 

Secretary Humpurey. And I will be here, too. I will remain. 

Mr. Keoeu. All right. 


The Cuarrman. Mr. Williams, you may proceed. 
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Mr. Wixurams. Mr. Chairman and gentlemen of the committee, [ am 
Laurens Williams, assistant to the secretary. 

In recent years, various proposals have been made to allow self- 
employed people and certain employed people to exclude from their 
taxable incomes limited amounts of their earnings which they set aside 
to provide themselves with income after retirement. The retirement 
income financed with such savings would be taxable when received, 
but typically at much lower rates than would have applied had the 
same income been taxed when earned, since most people have much 
less taxable income after retirement. 

The proposals embodied in H. R. 9 and H. R. 10, which your com- 
mittee 1s now considering, would allow self-employed people and em- 
ployees not covered by pension plans to exclude from their gross tax- 
able income, amounts up to 10 percent of their otherwise taxable 
earned income, provided they invested such amounts in certain speci- 
fied types of retirement funds or annuities. There would be an annual 
ceiling on the exclusion of $7,500 and a lifetime ceiling of $150,000. 
Larger annual exclusions would be allowed people who are over age 
55 when the bill goes into effect. The untaxed funds so invested could 
not be withdrawn until the taxpayer reached the age of 65 unless he 
became permanently disabled before that time. 

Two principal reasons are advanced in support of these proposed 
changes in the tax law. First, the change is said to be necessary to 
enable the self-employed and employees not covered by pension plans 
to make adequate provision for their retirement, because the high 
progressive individual income-tax rates make it extremely difficult to 
accumulate substantial savings out of ordinary taxable earnings. The 
difficulty of saving under high tax rates is an incontrovertible fact. 
However, it applies generally to all individuals. 

Second, it 1s urged that the present provisions of the tax law dis- 
criminate against the self-employed who cannot participate in the 
favored tax treatment granted to employees covered by pension plans 
financed by their employers. It is said that a tax allowance for the 
self-employed and for employed persons who are not covered by pen- 
sion plans, permitting them to exclude from their taxable income their 
savings for certain specified forms of retirement savings, would elimi- 
nate this discrimination and put them in a comparable position to em- 
ployees who benefit from pension plans. 

Since the fairness of the proposed new rules depends on the asserted 
existence of a present discrimination in favor of employees covered by 
pension plans, the present tax treatment of retirement pensions of em- 
ployees should be considered in any study of the problem. 

At present, employers are permitted to take current deductions in 
computing their taxable incomes for contributions which they make 
to nondiscriminating pension funds for the benefit of their employees. 
Although payments by the employer are deductible, no tax is imposed 
on the employee until the pensions are received after retirement. The 
opportunity to postpone the receipt and the taxation of currently 
earned income makes it possible for employees who are covered by 
such plans to secure larger net retirement incomes after tax from any 
given payment by an employer. 

Qualified pension trusts have a further tax advantage. The invest- 
ment income earned on the funds held by the pension trusts is tax 
exempt until received by employees as part of their pensions. There 
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is, in effect, a tax-free buildup on nontaxed earnings. Though there- 
is no final tax exemption of the income paid by employers, or of the 
income earned on accumulated funds, the advantages of postponement 
of tax on both are important, and combine to materially increase the 
net retirement income of employees. The degree of these advantages 
of tax postponement varies with the difference between the tax rates: 
applicable when the pension is earned and when it is received. Fora 
person who has a large income (and hence a high tax) during his 
active years, the tax advantage will be substantial if he has a ‘Tela- 
ively small income, including his pension, after retirement. 

Though employees receive special benefits from the special tax rules 
applied to pensions, it should be recognized that employee pension 
plans were developed before the adoption of income taxation and that 
they serve important purposes quite apart from their tax advantages. 
The special tax rules, in fact, doubtless were almost inevitable because: 
of the nature of pension plans. 

Though employees receive special benefits from the special tax rules 
applied to pensions, it should be recognized that employee pension 
plans were developed before the adoption of income taxation and that 
they serve important purposes quite apart from their tax advantages. 
The special tax rules, in fact, doubtless were almost inevitable because: 
of the nature of pension plans. 

Pension plans are used by private employers to help to secure and 
retain able employees and to enable them to retire older employees 
without hardship. Retirement often is considered desirable to in- 
crease efliciency and to create opportunities for younger employees. 

Employees usually do not acquire vested rights under pension plans 
until they have reached a certain age or worked for a company for a 
specified number of years, or both. These requirements are imposed 
both to reduce the costs of pension plans and to hold able employees 
by putting them in a position where they forfeit valuable pension 

rights if they leave their employers prior to the time when they have 
obtained vested r ights to pensions. 

The uncertainty of pension rights would make it impractical to tax 
employees currently on their prospective benefits even if it were de- 
sired to do so. Contributions by employers do not provide ultimate 
benefits for all employees currently covered by pension plans but only 
for those who stay on their jobs long enough to qualify for benefits. 
To tax all employees currently on their potential benefits would be un- 
fair to those who never receive actual benefits. 

In evaluating the extent to which the present tax law discriminates 
against the self-employed, it is important to remember that the self- 
employed often may have offsetting advantages over employees. Many 
professional persons and other self- employed people do not have 
definite retirement ages. They can and often do prefer to keep at 
work, at least on a reduced schedule, long after employees are forced 
to retire. They thus are able to spread their earned incomes over 
longer periods, 

On balance, however, it is the Treasury Department’s view that the 
net effect of the present law is to give substantial potential tax advan- 
tages to employees who are covered by qualified pension plans over 
self-employed individuals and employees who are not covered by such 
plans in the opportunities to secure retirement income. 
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The simplest way to give self-employed individuals a tax status 
comparable to that afforded employees who are covered by qualified 
pension plans would be through the allowance of a tax exclusion for 
amounts paid into restricted funds or otherwise committed to the 
provision of retirement incomes. The amounts allowable as exclusions 
could be fixed as some percentage of earned income, with a ceiling 
on the annual and lifetime amounts. Suggested percentages typically 
have ranged from 5 percent to 10 percent, with annual ceilings of from 
$1,000 to $7,500 and a lifetime ceiling up to $150,000. The Treasury 
staffs have prepared an analysis of the tax benefits that exclusions 
amounting to 10 percent of earned income, with an annual ceiling 
of $7,500, would give participants at various income levels. This 
memorandum also contains estimates of the revenue losses potentially 
involved in the proposals. We would like this memorandum incor- 
porated in the record of this hearing, for such value as it may have to 
the committee, as an appendix to my statement. 

The CuatrmMan. Without objection, it is so ordered. 

Mr. Keocu. Are copies of that memorandum available now, Mr. 
Chairman ? 

The Cuatrman. Is that what this is, here ? 

Mr. Wiriutams. No. I thought the clerk had them. This is the 
so-called appendix, which I understand has been distributed. 

In the course of examining proposals on the subject in the Treasury 
Department, many problems have been considered, which would re- 
quire specific treatment in any legislation. I would like to discuss 
some of the more important of these. 


1, EXTENT OF APPLICATION OF ALLOWANCES 


Perhaps the most difficult problem is what group of people should 

be qualified to take tax exclusions of amounts which they set aside for 
their own retirement incomes. 
At present, it is estimated that only about one-fourth to one-third 
25 to 33% percent) of all employees are covered by pension plans 
financed wholly or in part by employers. If the proposed new tax 
rules were limited to self-employed people, a very large number of 
employees, probably over 30 million, would be left without any actual 
tax benefit respecting their retirement plans. 

For this reason, it has been suggested that the proposed plan be 
made available to employees who are not covered by pension plans 
as well as to self-employed people. Both H. R. 9 and H. R. 10 contain 
a provision which would do this. Though such a provision seems fair, 
it would appear to lead to difficulties in application and to a new series 
of discriminations. As mentioned previously, employees ordinarily 
do not acquire vested rights to pension benefits until after they have 
been employed for some years. An employee technically may be 
covered by a pension plan but may not in fact have acquired any bene- 
fits under it. Thus, if employees were allowed tax exclusions only 
when not covered by pension plans, a discrimination would be created 
against those who, though covered, do not stay with the employer 
long enough to acquire vested rights to pensions. 

On the other hand, if employees who are covered by qualified pen- 
sion plans but have not acquired vested rights were allowed tax ex- 
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clusions for individual retirement savings until they had acquired 
vested rights, those who in fact stayed with one employer a enough 
to acquire vested rights would receive two tax benefits, one from the 
retroactive vesting of rights under the pension plan and another from 
their own retirement funds. Furthermore, such a provision in the tax 
law well might create pressures on employers to delay the vesting of 

ension rights by those who wished to receive double tax benefits. 
— delays in vesting of pension rights would be generally undesir- 
able. 

Moreover, actual benefits to many employees covered by pension 
plans are in fact nominal. Thus a further discrimination would arise 
from any distinction which would permit employees not covered by 
pension plans to take individua] exclusions, while employees covered 
by such plans were not permitted to get the benefit of the individual 
exclusions. 

This would occur because many pension plans provide benefits only 
in relation to an employee’s earnings above the amount of income 
covered under social security old-age allowances, or some other speci- 
fied amount. For example, under the pension plan, an employee earn- 
ing $4,500 a year may have a pension based only on the $300 per year 
by which his earnings exceed the $4,200 of his earnings which are sub- 
ject to social security old-age contributions and allowances. Such an 
employee might be better off to take percentage exclusions on all of 
his income than to receive the benefits of a pension based on a small 
part of his income. Notwithstanding this, however, it would hardly 
seem feasible to allow individuals to choose, for tax purposes, between 
coverage under an employer pension plan or a self-financed plan. 

It also has been ae y some, that all individuals with earned 
income, both employed and self-employed, be permitted to take equal 
tax exclusions for savings used to provide retirement income. This 
would resolve the problems of definition as to who is to be covered by 
the proposed change in the tax law. Permitting an employee person- 
ally to take a tax exclusion for his own contribution to a company 
pension plan also would have the desirable result of fostering con- 
tributory pension plans—those to which the employees contribute. 
But such a provision would not remove the present discrimination be- 
tween employees and the self-employed, which is the basis for the 
present proposals in the first place. Compromise suggestions for 
partial allowances for covered employees involve the other discrimi- 
nations and problems of definition described previously. 

On balance, it appears that it might be better to limit the benefits 
of any new provision to self-employed individuals. Employees at 
least potentially may benefit from qualified pension plans established 
by their employers. Questions as to whether their employers establish 
plans, and whether they as individuals have vested rights under such 
plans as are established, might be viewed as matters to be resolved 
along with other conditions of employment. Tax relief seems most 
clearly indicated for self-employed individuals who do not have even 
potential tax benefits under existing law in providing themselves 
with retirement income. 

If the new provisions were confined to self-employed individuals as 
defined for social-security purposes there would be a simple objective 
test for eligibility. Since social-security benefits constitute the basic 








INDIVIDUAL RETIREMENT ACT OF 1955 11 


provision for retirement income of employees, and for many self- 
employed persons, it would seem fair and desirable to confine the bene- 
fits of any special tax treatment of the retirement savings of self-em- 
ployed persons to those who are covered by social security on a man- 
datory basis. Employees are so covered. A similar requirement for 
all self-employed who are benefited by the new provision in the tax 
law would be a logical part of the attempt to give comparable treat- 
ment to employees and self-employed individuals. The self- -employed 
groups now excluded from social security could be brought under 
the system at the same time as tax provisions for retirement income 
of self-employed are established. 

Under this approach, some rule would have to be provided for indi- 
viduals who are both self-employed and employed by others. We be- 
lieve that it would be fair to permit people who receive earned income 
both from employment and from self-e mployment activities to receive 
the retirement income benefits which would go with their two sources 
of earnings. We suggest, however, to minimize administrative work, 
that the deduction for individual retirement funds should be confined 
to people whose self-employment incomes amount to some appreciable 
fraction, perhaps 10 or 20 percent, of their total earned income. 


2. ALLOWABLE INVESTMENTS 


In general, we believe that it would be desirable to permit invest- 
ment of the savings eligible for the exclusions in a fairly broad range 
of investment. Special issues of United States savings bonds could be 
offered in forms appropriate for the accumulation of retirement funds. 
Special custodian accounts or segregated funds in banks or invest- 
ment companies also could be authorized. The direct purchase of some 
special form of annuity policies would be an obvious form of accu- 
mulation. 

Inevitably, certain present uses of savings could not feasibly be 
adapted to provide retirement incomes. Such common and impor- 
tant things as direct investments in one’s own or a closely controlled 
business, payments on residence mortgages, and the costs of term and 
ordinary life insurance policies, do not seem properly to be adaptable 
to the provision of retirement income. If savings used for such pur- 
poses were qualified for tax exclusions, the very purpose of the pro 
posed changes would not be met and the tax allowance would simply 
become one for savings from earned income. However, we believe 
that the allowable uses should be kept as broad as possible to permit 
a maximum of individual choice, and a minimum diversion of invest- 
ment into standard institutional forms. 

The Government should not assume any obligation, direct or im- 
plied, to assure the safety of retirement funds accumulated under any 
such new provisions, except insofar as the institutions handling the 
funds may be subject to general supervision for other reasons 


3. WITHDRAWALS 


Since the objective of the proposals is to encourage savings for 
retirement, the law should penalties on withdrawals of such 
funds before the age of 65. Moreover, it should be made certain thet 
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the funds, which represent untaxed ordinary income, ultimately will 
be converted into taxable income. They should not be permitted to 
be held indefinitely as part of an individual’s capital fund and passed 
on in a lump sum as part of his estate. Consideration well might be 
given to requiring participants to begin to withdraw their retirement 
funds in periodic payments at not later than the age of 70. Provision 
proper ly could be made for the purchase of joint annuities with sur- 
vivors’ benefits, as is possible under employer-financed pension plans. 

As I have noted, the funds would consist almost wholly of untaxed 
ordinary income. Both H. R.9 and H. R. 10 would give capital gain 
treatment to lump-sum withdrawals of funds which had been aceumu- 
lated for 5 or more years. We believe this provision unwise. Lump- 
sum withdrawals, either prior to retirement or at the time of retire- 
ment, should not be encouraged by allowing such withdrawals to be 
taxed as capital gains, though some form of averaging might be 
considered. 

It has been proposed by some that withdrawals of retirement funds 
should be permitted without penalty where there is illness, or financial 
emergency due to such factors as unemployment. Though such con- 
siderations are appealing, we suggest that the more numerous the ex- 
ceptions are to the general rule of requiring the — to wait 
until retirement age before withdrawing the funds, the farther the 
plan would depart from its retirement objective, and the more serious 
would be the discriminations against pension plans which permit 
such withdrawals only in limited cases and circumstances. 


4. SPECIAL ALLOWANCES FOR INDIVIDUALS APPROACHING RETIREMENT 
AGE AT TIME OF NEW LEGISLATION 


People who are approaching retirement age at the time new legisla- 
tion is adopted would have an oppor tunity | to receive benefits of tax 
exclusions only for relatively brief periods and thus will not be able 
to build substantial retirement funds under the new plan. It has been 
proposed that such individuals therefore should be given additional 
allowances. H. R. 9 and H. R. 10 would accomplish this by increas- 
ing the annual exclusion percentage and the annual ceiling. Under 
these bills, the percentage of earned income which would qualify for 
exclusion from taxable income would be increased one percent for 
each year by which the taxpayer’s age exceeded 55 at the time the 
bill went into effect. Thus, a taxpayer aged 60, for example, could 
exclude up to 15 percent of his income each year. The annual ceiling 
of $7,500 would likewise be increased by $750 for each year by which 
the taxpayer's age exceeded 55. 

Though there is understandable logic in such proposals, they would 
increase the revenue cost appreciably and would not relieve the even 
greater discrimination between those still able to qualify for current 
exclusions, even though briefly, and those who already have retired. 

Consideration might well be given to limiting the benefits of the 
proposed legislation to ages below that at which people are required 
to begin to convert their savings for retirement into taxable retire- 
ment incomes. It would not seem logical, for example, to allow per- 
sons aged 80 tax benefits for retirement savings. 
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5. EFFECT ON REVENUE 


The revenue effects of allowing tax exclusions for savings used to 
rovide retirement income will depend primarily on three factors: 

First, the limitations placed on the annual exclusion, second, the 
breadth of the group which is qualified to benefit, and third, the extent 
to which people in the eligible group actually take advantage of the 
law. 

If all eligible people took full advantage of H. R. 9 or H. R. 10, 
which would allow self-employed people and employees not covered by 
pension plans to invest 10 percent of their annual income with an an- 
nual ceiling on the exclusion of $7,500, the annual revenue loss would 
be $3.4 billion. 

Actually, people would not make full use of their opportunities for 
tax savings under the proposal. If individuals who would be eligible 
for the exclusions under H. R. 9 or H. R. 10 invested only a part of 
the maximum allowable—ranging from 15 percent for the people 
whose incomes are under $3,000 per year to two-thirds for the people 
whose incomes are $25,000 or more—the revenue loss would be approxi- 
mately $1 billion annually. 

If the provision giving older people the right to make additional 
investments are removed from the bills, on the same assumptions the 
revenue loss would be reduced from $1 billion to $810 million an- 
nually. 

The revenue loss would be smaller if the amount of the annual ex- 
clusions and the annual ceiling were reduced. For example, if the 
annual exclusion is limited to 5 percent of earned income, and the 
annual ceiling is $1,000 for self-employed and people not covered by 
pension plans, and employees covered by pension plans are allowed 
exclusions of 214 percent of earned income with an annual ceiling of 
$1,000, the revenue loss would be about $600 million annually if those 
eligible for benefits averaged one-third use of the maximum allow- 
ances. 

The revenue loss under H. R. 9 and H. R. 10 would be decreased 
appreciably if the benefits were confined to self-employed people. 
So limited, the plan would cost about $275 million annually if eligible 
persons on the average used about one-third of their potential maxi- 
mum benefits. 

Revenue losses in early years would be partially offset in later years 
as retirement incomes were drawn out and taxed. However, with 
double exemptions for people over 65, the offsets probably would be 
relatively minor. 

It is difficult to estimate the extent to which eligible people would 
in fact take advantage of any new tax exclusions for savings for re- 
tirement income. It is highly probable that greater proportionate 
use of the benefits would be made by people with higher incomes. 
Individuals with smaller incomes usually find it necessary to use most 
of their earnings for more pressing needs than providing for retire- 
ment income, important though that may be. Moreover, the saving 
in taxes, and hence the incentive for directing savings into forms 
which will qualify for the tax exclusions, would be directly related 
to the taxpayer’s top bracket tax rate. For people with income sub- 
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ject to the lower tax rates, the tax advantages of putting savings into 
restricted retirement funds would probably not be enough to produce 
any extensive use of the plan. 

As the Secretary has stated, in view of the revenue loss involved in 
even a narrowly limited plan, the Treasury Department does not favor 
the adoption this year of any plan giving tax exclusions for savings for 
retirement income to self-employed people. 

That completes the statement, Mr. Chairman. 

(The memorandum referred to follows :) 
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APPENDIX. BENEFITS FOR PARTICIPANTS AND REVENUE Loss UNDER PLANS TO 
PosTPONE TAx ON INCOME Set ASIDE FOR RETIREMENT 


I. BENEFITS UNDER PROPOSED LEGISLATION 


The possible tax benefits available under plans to postpone taxes on income 
set aside for retirement are illustrated by the following analysis of the effects 
of a plan to exempt annual investments of 10 percent of earned income, with 
an annual ceiling of $7,500 and a lifetime ceiling of $150,000. This is the 
formula used in H. R. 9 and H. R. 10. The analysis is made in three steps 
and takes account of (1) the tax reductions received when the income is in- 
vested in the retirement fund, (2) the amounts of retirement iunds that might 
be built up over the years and the annuities that might be bought, and (3) the 
net benefits after taking into consideration the taxes paid when the total funds, 
including all interest accumulations, are withdrawn. 

The benefits actually received by anyone would depend on his actual invest- 
ments in retirement funds which, in turn, would be limited by his financial 
ability and his desire to invest his savings in such funds. Not all people would 
be able or desire to participate fully if the plans allowed substantial percent- 
ages of income to be invested each year. In 1950, the most recent year for which 
data are available, 63 percent of all families saved less than 10 percent of their 
current income; while 46 percent of those with incomes between $5,000 and 
$7,500 and 30 percent of those with incomes over $7,500 saved less than this 
amount.’ 

Also, a large part of most people’s current savings is absorbed by such things 
as life-insurance premiums and payments on mortgages. 

On the other hand, people could invest past savings in the retirement funds. 
In 1954, 38 percent of all families with incomes of $5,000 and over had at 
least $2,000 of liquid assets like savings and checking accounts and Government 
bonds; while 18 percent of these families had $5,000 or more of liquid assets.’ 
However, the use of such savings for the retirement funds would be limited by 
the need to keep reserves on hand to meet other financial needs and emergencies. 


1. Initial tar reduction resulting from exclusions for investment in retirement 
funds 
The tax reductions at the time the investment is made by a married person 
with two dependents who takes full advantage of a plan allowing exclusions of 
10 percent of earned income, with an annual ceiling of $7.500. are shown below: 





Reduction as percent of— 
Initialtax |— 














Income before tax and exemptions ! reduction due s ‘ 
to exclusions | Present-law a — 
| tax 
| tax 
| 
| Percent Percent 
iene aaa aed al | $100 19.2 2.2 
no nes J ee ee ee 220 13.8 2.6 
UN ic dlcack min bh Ride we edhe da biden babi ; 414 14.3 3.4 
OS oe eS BES ee ee ae a 950 15.2 5.1 
SI wih divcdeietatein wicked densa keke dane ta alecesed ; 2, 908 15.4 9.3 
US see a is ee So 5, 400 10.4 11.2 
Ee ae ft eS ee 6, 675 3.8 9.1 
Eee PS ee ae eee 6, 825 1.7 7.0 


1 All income assumed earned up to $75,000. 


Under these conditions, the tax reductions at the time of investment would 
amount to $220 or about 14 percent of the tax under the present law at the 
$10,000 income level, $950 or 15 percent at the $25,000 income level, and $5,400 
or 10 percent at the $100,000 income level. Part of these tax reductions might 
be offset by the taxes paid when the retirement funds are taken out. However, 


1 Federal Reserve Bulletin. September 1951; 1951 Survey of Consumer Finances, pt. TV. 
“Families” as used here are identical with the statistician’s concept of spending units which 
are groups of related persons living in the same dwelling who pool their incomes for major 
items of exnense. 

2 Federal Reserve Bulletin, July 1954 ; 1954 Survey of Consumer Finances—-The Financial 
Position and Commitments of Consymers Lionid assets for this purnose inelude hank 
deposits in checking and savings accounts, shares in savings and loan associations, and U. 8. 
Government securities. 
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some people might have a low enough income at retirement to be able to with- 
draw the funds without payment of tax. 


2. Illustrative amounts of retirement funds and annuities for participants. 


Only part of the investment in retirement funds would represent the partici- 
pant’s outlays from his own net income after taxes. The remainder would con- 
sist of the savings in taxes which he receives when he makes the investment. 
For example, an individual who invests in retirement funds $1,000 of income that 
would otherwise have been subject to a 30 percent tax rate might be considered 
to invest $700 of his own funds; the remaining $300 would consist of postponed 
taxes. 

The following table indicates how much of the retirement fund would be due 
to the taxpayer’s own investment and how much to the tax reductions where a 
married taxpayer with two dependents invests 10 percent of his earned income, 
with an annual ceiling of $7,500, for 15 years. It is assumed that interest ac- 
cumulates on the investment at 3 percent compounded semiannually. 





Value of funds (including interest) after 
15 years Percent 


Income before tax and 
exemptions ! 





Due to tax- Due to tax- 
. Due to tax Due to tax 
Total payer’s own payer’s own 
| investment | Postponed | ‘investment | Postponed 
I iicndiccinksins alpalsitinn-aciclaneepian | 39, $7, 564 $1, 891 80.0 20.0 
C—O SSE a 18, 910 14, 750 4, 160 78.0 22.0 
Ro cncee aoe asain eae 47, 275 29, 310 17, 965 62.0 38.0 
Ras ok stale mipbaiheackeedheh te , 550 39, 560 , 990 41.8 58.2 
I iitinsiicceninnd Oia cuiebaanite 141, 825 39, 711 102, 114 28.0 72.0 
iON i ele 141, 825 15, 601 , 224 | 11.0 89.0 
bed wstente heen mien alcieie ocamiee 141, 825 12, 764 129, 061 9.0 91.0 








1 All income assumed earned up to $75,000. 
Note.—See appendix table 2 for greater detail. 


Under these conditions, an individual earning $10,000 a year would accumu- 
late $18,910 (including interest) by the end of the 15th year. Of this amount 
$4,160 or 22 percent would be due to the tax reductions received at the time 
the income is placed in the fund plus the interest earned on such amounts; while 
$14,750 or 78 percent of the total would be due to his own investment and interest 
thereon. At the $50,000 income level, 42 percent of the total amount in the retire- 
ment fund would be due to the taxpayer’s own investment and 58 percent to 
the tax reductions received at the time the funds are invested. 

A taxpayer who is 65 years of age at the end of the 15 years of investment 
would have built up enough funds to buy himself an annual annuity of $1,379 
at the $10,000 income level, $3,448 at the $25,000 income level, and $10,345 at 
the $100,000 income level. Smaller annual payments would be received if the 
taxpayer selected a refund annuity, guaranteeing recovery of the investment, 
or a joint and survivor annuity covering his wife’s life as well as his own. 


Annual annuity ! 


Income before exemptions and tax 
Straight life Refund Joint and 


annuity annuity peter 

BOD... i cncksnncocntonkdidiaditiewideaehil apa <bean adel | $560 $508 
II snl acs cans iano pasties somipiein epileseihdionliganiasdndmeaitasciaa aaa ata 1, 379 1, 120 1,015 
ee... ee ee ee ae ee | 2 1; 680 1’ 523 
WON 5313-02 "1Gcki 25, cent t. apediis 4. lke cace 3 448 2, 801 2 538 
Sorin kon nddcnccé <i bhp abies Beilin dhetieet béaladeadaa den 6, 896 5, 601 5, 076 
$100,000__ . 10, 345 8, 402 7,615 
IN iniciecdasdutrn te ns cesataisnenmegn apd obiana heeded eae amas 10, 345 8, 402 7, 615 
DI on cca, enough deena eet aes Ieee | 10, 345 8, 402 7, 615 





1 Assuming the taxpayer and his wife are both 65 years of age at the starting date of the annuity. 
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These figures are for illustrative purposes only and are not necessarily typical. 
The actual value of the retirement funds that would be built up would depend 
not only how much the participant invests but also on how much interest he 
earns on his investment. The latter would vary with the rate of interest earned 
and the length of time the investment is kept in the retirement fund before 
withdrawal. As a result, two people who invested the same dollar amounts 
would build up different amounts of retirement funds by retirement age, if the 
timing of their investment was different. 

If in the above example the interest earned on the investment had been 4 per- 
cent instead of 3 percent, the taxpayer with a $50,000 income who invested $5,000 
a year for 15 years would have had a fund of $102,450 rather than $94,550. If 
2 percent interest had been earned, his fund would amount to $87,400. Had this 
taxpayer continued to invest 10 percent of his income for 30 years, the fund 
would have amounted to $205,200 if 2 percent interest were earned, $242,350 
with 3 percent interest, and $287,950 with 4 percent interest.* 


3. Net tax reduction and interest on postponed tares 


The postponement of tax on income set aside for retirement until the funds 
are withdrawn would allow most participants to shift income from high to 
relatively lower tax brackets. This is because people would be apt to invest 
in the retirement funds during their most productive years when their incomes 
are high and would withdraw the funds after retirement when their incomes 
typically are lower. The greater the decline in the participant’s income between 
the time the retirement funds are invested and withdrawn, the larger the net 
tax savings. Similarly, a downward trend: in income tax rates during this 
interval would add to the next tax reductions. However, should the tax rates 
or the taxpayer’s income increase during this time, his net taxes might be 
raised rather than lowered. 

In addition to the tax reduction resulting from the shift of income to retire- 
ment years, participants would benefit from the interest earned on the amounts 
of tax postponed while the investment is in the retirement fund. 

The following table illustrates the net tax reductions that would be granted 
to a married person with 2 dependents who invests 10 percent of his income 
with an annual ceiling of $7,500 for 15 consecutive years in a retirement fund 
and then withdraws his money when he and his wife are 65 years of age and 
are each entitled to double exemptions. It is assumed that withdrawals are 
made in the form of the straight-life annuities shown on page 5, that the tax- 
payer’s other income during the period of withdrawals is one-fourth as large as 
when he invests the funds, and that tax rates remain the same. The illustra- 
tive benefits presented in the following pages also assume that the tax credit 
for retirement income is not applied against the taxes paid on withdrawals of 
retirement funds.* This is on the premise that the plan is restricted to people 
covered by social security, and that most of the participants will receive sub- 


stantial social-security benefits which make them largely ineligible for the tax 
credit. 


3 See appendix tables 1-6 for more detailed examples of the total amount of retirement 
funds accumulated under various assumptions regarding the period of investment and the 
interest earned on such investment. 

4 The 1954 Revenue Code grants retired people who have reached the age of 65 a tax credit 
for their retirement income, which includes pensions, annuities, interest, rent, and dividends. 
This credit, which is subtracted from the tax liability, amounts to the tax at the first 
bracket rate (now 20 percent) on up to $1,200 of retirement income. However, people who 
receive social-security pensions are permitted to take the credit only with respect to the 
difference between $1,200 and the social-security benefits. 
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oan n Mids 
| Sum of taxes | N 

. | : | Net tax re- 
Sum of tax | paid on ld ~ oo ; 

| oe uction from | Net interest | 
reductions Ww ithdrawals shifting | on postponed |Te tal benefits 
given for of sums income | taxes ! (col. 44+-col. 5) 
| investment originally (col 2—¢01 3) | . 
invested , — 9% 


Annual income at time of invest- 
ment before exemptions and 
tax 


(5) (6) 


$570 

990 

1, 890 

4, 215 

_ baceue : 11, 670 

BR rec ccded an awie J 17, 040 
$250,000___. gion ; \ , 8 5 13, 725 
I sitsddeeercic.nnm oassdpeiesisietes 2, 378 . 8, 550 


1 After payment of tax on such interest when it is withdrawn as part of the annuity payment. 


Under these conditions, at the $10,000 income level, the net tax reduction from 
shifting taxable income to retirement years would amount to $300; the net in- 
terest earned on the taxes postponed on income kept in the retirement fund 
would amount to another $990, making the total benefits $1,290. The total bene- 
fits would rise to $10,245 at the $25,000 income level, $33,180 at the $50,000 in- 
come level, and $47,955 at the $100,000 income level. 

With greater declines in income between the time the funds are invested and 
withdrawn, people would get larger tax savings. For instance, if, in the above 
example, the individual had no other taxable income when he received the an- 
nuity, his total benefits would rise tu $4,545 at the $10,000 income level, $17,040 
at the $25,000 income level, and $88,635 at the $100,000 income level.’ 

The actual benefits received would, of course, vary with the amount of retire- 
ment funds that would be built up before retirement and the size of the annuity 
bought with the funds. Many people would not be able to invest the maximum 
amounts allowed for as long as 15 years and so would get smaller benefits than 
those shown above. Others, however, would get larger benefits. For instance, 
suppose the taxpayer in the above example invested 10 percent of his earned in- 
come for 30 years under a plan limiting investment to $7,500 a year and to a life- 
time total of $150,000. If he then withdrew his investment in the form of an 
annuity when his other income was one-fourth as large as at the time of invest- 
ment he would get total benefits amounting to $26,740 at the $25,000 income level, 
$78,138 at the $50,000 income level, and $91,415 at the $100,000 income level.° 

When people die before withdrawing their retirement funds, the advantages 
from the investment would depend on the way funds left at death are treated. 
If the tax is not due until the beneficiary withdraws the funds, it would be possi- 
ble to hand down the fund from generation to generation without paying tax. 
This could be avoilded by including the amount in the retirement funds at the 
time of death in the investor’s income for the year of his death. The tendency 
for taxable income to bunch in a single year could be avoided by an averaging 
procedure. 

If people could withdraw their investment in a lump sum at capital gains 
rates, those with substantial incomes would get larger benefits. The following 
table shows the benefits given to married taxpayers with 2 dependents who in- 
vest 10 percent of income a year with an annual ceiling of $7,500 for 15 years and 
then withdraw the total fund in a lump sum at capital gains rates. It is assumed 
that the taxpayer’s income falls 75 percent between the time he invests and 
withdraws the funds and that at the time of withdrawal. he and his wife are 65 
and entitled to double personal exemptions. 


a 


5 See appendix, table 7. 
® See appendix, table 9. 
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| Sum of taxes 





: 7 Net tax 
Sum of tax | paid on with- re ae 5 
Annual income before | reductions drawals of Miter eo porto a ee 
exemptions and tax _ given for sums ieothe waned taxes 2 (4)-+-(5) 
investment art (2)—(3) 
| B 
(2) (3) (4 (5) (6) 
$1, 500 | $568 $932 $361 | $1, 293 
3, 300 | 1, 637 | 1, 663 766 2, 429 
6, 210 2, 784 | 3, 426 1,418 4, 844 
14, 250 5, 973 8, 277 3, 122 11, 399 
43, 620 17, 916 | 25, 704 8, 652 | 34, 356 
81, 000 28, 125 52, 875 15, 832 | 68, 707 
100, 125 28, 125 72, 000 | 19, 570 91, 570 
102, 375 28 





, 125 74, 250 | 20, 009 | 94, 259 


1 Assuming, at the various income levels, participants withdraw the lump sums shown in text table on p. 4. 
2 After payment of tax on such interest. 


Note.—See appendix, table 8, for greater detail. 


The table shows that a married taxpayer with 2 dependents who invested 
$7,500 a year for 15 years, when his income was $100,000 and then withdrew 
his total savings in a lump sum at capital gains rates when his income was $25,000 
would get total benefits of $68,707. This would be 43 percent more than the 
benefits of $47 955 that would result had the fund been withdrawn in 15 annual 
annuity payments at ordinary income-tax rates. 

If, in the above example, the taxpayer had continued to invest 10 percent of 
his income for 30 years or until he reached the lifetime investment ceiling of 
$150,000, the benefits from withdrawing the funds in a lump sum at capital gains 
rates would be considerably greater. Under these conditions taxpayers would 
get total benefits amounting to $24,331 at the $25,000 income level, $90,023 at the 
$50,000 income level and $138,616 at the $100,000 income level.” 

However, people with small incomes would generally derive greater tax savings 
by withdrawing their retirement savings in installments or as an annuity over 
a number of years rather than in a lump sum at capital gains rates. This is 
because by withdrawing the proceeds gradually over a number of years, they 
would be able to benefit to a greater extent from the personal exemptions which 
would amount to $2,400 for a married couple over the age of 65. 


Il, REVENUE 


The initial revenue loss would vary according to the coverage of the proposal, 
the size of the investment in retirement funds, and the extent to which people 
would participate in the plan. 

If all eligible people took full advantage of H. R. 9 and H. R. 10, the annual 
revenue loss would be $3.4 billion. Of this amount $2,750 million represents the 
cost of exclusions of 10 percent of earned income with an annual ceiling of $7,590 
for the self-employed and employees not covered by pension plans. The balance 
of $650 million represents the cost of extra exclusions for people over a stated 
age at the time the bill goes into effect.* 

Full utilization of the investment opportunities provided in the first year by 
H. R. 2092 would cost $2,100 million annually. Of this amount, $1,500 million is 
the cost of exclusions amounting to 5 percent of earned income up to $1,000 for 
those not covered by pension plans and 2% percent of earned income up to $1,000 
for those covered by pension plans.’ The balance represents the cost of allowing 
investments to people over a stated age when the plan goes into effect.” 


7 See appendix, table 10. 

5’ Under H. R. 9 and H. R. 10, additional investments can be made in an amount equal to 
1 percent of earned income up to 8750 for esch vear (but ot more than 20) that the 
person’s age when the plan goes into effect exceeds 55. 

®*The cost of this bill would be somewhat higher in later years because the maximum 
allowable exclusions would be increased from $1.000 to $3.000 over a 3-year period. 

”® Under H. R. 2092 people not covered by pension plans can make additional invest- 
ments equal to 1 percent of earned income for each year (but ot more than 20) that their 
age at the time the bill goes into effect exceeds 50. 
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TABLE 1.—EHstimated revenue loss under the various plans to postpone tar on 


income set aside for retirement purposes 
{Amount in millions] 


Maximum annual investment 



































H. R. 2092 | 
| (lst year), | 
| 5Spercent, | | 
H. R. 9 and jannual ceiling | 
H. R. 10, $1,000, for | 5 percent, 
| 10 percent, |self-employed| 10 percent, |annual ceiling} 
Adjusted gross income jannual ceiling) andem- {annual ceiling) $1,000,for | 5 percent, 
| $7,500, for ployees not $7,500 for _| self-employed annual ceiling 
self-employed! covered by | self-employed) and em- $1,000 for 
/ andem- | pension and all | ployees not | self-employed 
| ployees not plans; 24 | employees! | covered by | 
covered by percent up | | pension plans| 
| pension plans| to $1,000 for | 
| employees 
covered by 
| pension plans} 
i | | 
| | 
Wer GRee0 2c ss ke $81.0 | $45. 5 $85.1 | $40. 5 | $3. 8. 
Sf) SS aaa ae 106. 0 59. 4 111.4 | 53.0 5.0 
$4,000 to $5,000....-............ | 86.0 | 48.0 | 90.2 | 43.0 | 4.0 
Under $5,000............-.....--- | 273.0 | 152.9 | 286.7 136.6 | 12.8 
I Oe oo ncconpesanames | 179.8 101.5 189, 4 | 89.9 8.7 
$10,000 to $25,000_...........-.-.- } 144.0 76.8 147.8 | 72.0 33. 6 
$25,000 to $50,000___._.....---.-_- 120.6 53. 6 125.3 | 46.9 26.8 
$50,000 and over-_..-..---.-...... 93. 8 26.8 98.5 20.1 6.7 
$5,000 and over_._...-.-.-.----.- | 538.2 258.7 561.0 | 228.9 | 75.8 
i sastinnteaticcntetadde | 811.2 411.6 847.7 | 365. 5 | 88. 6 











1 Exclusions for employees covered by pension plans reduced by the amount of employer contributions 
made to such plans on their behalf. 


Note.—Table assumes that eligible persons use 15 percent of their allowable exclusions in the under- 
$3,000-income group; 20 percent between $3,000 and $5,000; % between $5,000 and $10,000; 44 between 
$10,000 and $25,000; and 34 at $25,000 and over. Estimates do not reflect the additional revenue loss that 
would result if persons over a stated age on the effective date of the bill were allowed extra exclusions. 


Actually, people probably would not make full use of their opportunities for 
tax savings under these proposals. Table 1 shows the revenue losses involved 
under selected plans, assuming that people invest only part of the allowable 
amounts and that no extra investments are allowed for older people. The as- 
sumptions concerning utilization of the plan range from an investment of 15 
percent of the maximum for those with incomes under $3,000 to two-thirds for 
those with incomes of $25,000 and higher. 

Under these assumptions, the plan to allow self-employed persons and em- 
ployees not covered by pension plans to invest 10 percent of earned income, 
with an annual ceiling of $7,500, would cost about $810 million annually. Of 
this amount $275 million, or one-third, would go to taxpayers with incomes un- 
der $5,000, and about $535 million, or two-thirds, to persons with incomes of 
$5,000 and over. The revenue loss would be increased to about $1 billion under 
these assumptions if people over a stated age when the plan goes into effect 
were allowed to make extra investments under the formula used in H. R. 9 
and H. R. 10. 

While most of the proposals have been made because of the discrimination 
against the self-employed, the bulk of the revenue loss under most plans would 
be attributable to the inclusion of employees. Under the above assumptions, 
restriction of coverage under H. R.'9 and H. R. 10 to the self-employed would 
reduce the cost, not including the extra exclusions for people over a stated age, 
from $810 million to $225 million annually. 

Under the same assumptions, a 5-percent exclusion with an annual ceiling of 
$1,000, limited to the self-employed, would cost about $90 million annually. The 
loss would be about $365 million if employees not covered by pension plans were 
also eligible. 
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Part of the revenue loss at the time the investment in the retirement funds 
takes place would be recaptured as the amounts were withdrawn. The amounts 
of tax recaptured would depend on the changes occurring in tax rates, incomes 
and security values between the time of the investment and the withdrawal of 
the funds. However, a large part of the revenue loss would never be recovered. 
Generally, the funds would be withdrawn after retirement when the taxpayer 
is likely to have a low income and may not even be taxable because of the 
double exemptions available to persons of 65 and over. The tax recovered would 
be even less if lump-sum withdrawals were taxed at capital-gains rates, or if 
it were possible to escape tax indefinitely by handing down the fund from gen- 
eration to generation. 
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APPENDIX TABLE 7.—Amounts of net tax reduction, net interest on postponed 
taxes, and total benefits accruing under plan to postpone tax on income set 
aside for retirement—Assumption: Married taxpayer with 2 dependents in- 
vests 10 percent of earned income up to $7,500 a year for 15 years and at age 


65 purchases an annual annuity which he receives and includes in taxable 
income for 15 years 


ASSUMING INCOME (OTHER THAN THE ANNUITY) FALLS 100 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND ANNUITY IS RECEIVED! 




















Net tax | 

Sum of tax | Sum of taxes lw or | 
Annual income at time of invest- | reductions | on withdraw- | , re | Net —— |Total benefits 

ment before exemptions and | givenfor | als exclusive | “° i . os saad & ns a ponee | (+ 
tax investment | ofinterest? | (OC | ames 
| ()-@ | 
() (2) (3) (4) (5) | (6) 

| 
IN ates ediniis Rhsannpncdemees gt ces $900 $345 | $1, 245 
eg ee eee FS Ree sk eat 1, 200 450 | 1, 650 
ced cs oc tance eee | acta igh gs 1, 500 570 | 2, 070 
DD Arias <i cendhucascodseecetee! SRO acicasis ace ant 1, 800 690 | 2, 490 
gies 5 noi Sb cence eat SI eiih ssh. 6 cadena 2, 640 1, 005 | 3, 645 
es ik : SE x xcctuccccakel ’ 300 | 1, 245 | 4, 545 
I i no ee ae | Gere Sa es 6, 210 | 2, 355 8, 565 
See svecchovne tiles ée 14, 250 $2, 280 11, 970 5, 070 | 17, 040 
RR iia ok re ea a | 43, 620 9, 885 33, 735 14, 370 | 48, 105 
Dok cate 3. cackiee eee ter 81, 000 18, 135 | 62, 865 25, 770 | 88, 635 
IR nid nabs canon thet ee 100, 125 18, 135 81, 990 31, 860 113, 850 
SU sinccs ecb e ccs cateues 102, 375 18, 135 84, 240 32, 580 116, 820 

| 





ASSUMING INCOME (OTHER THAN THE ANNUITY) FALLS 75 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND ANNUITY IS RECEIVED 


a 








| 

ES ERT ESD a $900 |... os $900 $345 | $1, 245 
DUNN hi c0chicccactscoosecaled oo eae Soe 1, 200 450 | 1, 650 
NI is aie etos denen eae eis REM oath cadsewsen 1, 500 570 | 2, 070 
Wis. <2 8 since caeo aces LM Uh.canopondinees 1, 800 690 | 2, 490 

MD bictuapeudanoabobwdnabwkens 2, 640 1, 530 1, 110 870 1, 980 
| SNE Rak. ee 3, 300 3, 000 300 990 | 1, 290 
Dh iekck Sc ektemken 6, 210 4, 500 1,710 1, 890 | 3, 600 
sana easen nd oneilaiiniend 14, 250 8, 220 6, 030 4, 215 | 10, 245 
$50,000__- zi 43, 620 22, 110 21, 510 11, 670 33, 180 
ID cccctasnndnnntcatdaetin aes 81, 000 50, 085 30, 915 17, 040 47, 955 
a Se eS ee 100, 125 71, 850 28, 275 13, 725 42, 000 
SE ic cacacensscgheee es 102, 375 87; 750 14, 625 8, 550 23, 175 





ASSUMING INCOME (OTHER THAN ANNUITY) FALLS 50 PERCENT BETWEEN TIME 
FUNDS ARE INVESTED AND ANNUITY IS RECEIVED 








l 

I cece occas $900 |.._._.__. fy $00 | $345 | $1, 245 
$4,000. A alia gh A gare 1, 200 870 420 | 1, 290 
RESET estas 1, 500 ROE ictieneuteniesl 450 | 450 
als: .<.-ccainssesa.caaoeee 1, 800 aed... ae 555 | 555 
$8,000 __- 2) 640 2) 400 240 810 | 1, 050 
| li aan Sata = 3, 300 3, 000 300 990 | 1, 290 
See... ch cactke EONS F GR 6, 210 4, 950 1, 260 1, 830 3, 090 
ae... . =. eee 14, 250 10, 425 | 3, 825 3, 900 | 7,725 
Se eee 43, 620 32, 145 | 11, 475 9, 450 | 20, 925 
I osc cle acds cael 81, 000 68, 310 12, 690 | 12, 060 24, 750 
RR RR on BEES: 100, 125 87, 750 12, 375 | 8, 355 | 20, 730 

SU. ns cai abadaanGaiale 102, 375 100, 125 2, 250 | 4, 275 | 6, 525 

| | 











1 Assumes that the taxpayer’s income other than the annuity is absorbed by personal deductions, 

2 Assuming at the various income levels, participants by the straight life annuities shown in the appendix 
text table on p. 5. Under the plan such annuity payments would be taxable in full. Computations assume 
that the taxpayer and his wife are each entitled to double personal exemptions, but do not take the tax 
credit for retirement income. 


+ After payment of tax on such interest. 
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APPENDIx TABLE 8.—Amounts of net tar reduction, net interest on postponed 
taxes and total benefits accruing under plan to postpone tar on income set 
aside for retirement—Assumption: Married taxpayer with 2 dependents in- 
vests 10 percent of earned income up to $7,500 a year for 15 years and at age 


65 withdraws accumulated fund in lump-sum at capital gains rates 


ASSUMING INCOME (OTHER THAN THE LUMP SUM) FALLS 100 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND WITHDRAWN IN A LUMP SUM! 


Sum of tax | Sum of taxes | Net tax — 
Annual income at time of invest- 
ment before exemptions and 


tax 


ql) 





| 
| 




















Net interest | 
reductions | on withdraw- | tion from shift-| 
given for | alsexclusive | ingincome |°" — = 
investment | of interest? |  (2)—(3) anes 
SS. ye | « 
$900 $69 $831 | $231 
1, 200 | 219 981 | 302 
1, 500 | 370 1, 130 372 
1, 800 | 520 1 230 | 442 
2, 640 | 838 1, 802 | 640 
3, 300 | 1, 168 | 2, 132 | 793 
6, 210 | 2,113 | 4,097 | 1, 466 
14, 250 | 4, 561 | 9, 689 | 3, 262 
43, 620 13, 704 29, 916 | 9, 290 
81, 000 25, 267 55, 733 16, 368 
100, 125 25, 267 74, 858 | 20, 233 
102, 375 25, 267 77, 108 20, 687 
J 


|'Total benefits 


(4)+(5) 


$1, 062 
1, 283 
1, 502 
1,722 
2, 442 
2, 925 
5, 563 

12, 951 

39, 206 

72, 101 

95, 091 

97,795 


ASSUMING INCOME (OTHER THAN THE LUMP SUM) FALLS 75 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND WITHDRAWN IN A LUMP SUM 





| 








TES ed $000 $188 | 712 | $225 $937 

ae 1, 200 | 378 | 822 293 1, 115 
os J dStiche cinta onal 1, 500 568 | 932 361 1, 293 
ERTS BRR Ea EERE 1, 800 | 769 | 1, 031 429 1, 460 
ties —scacanss ~<a) 2. 640 | 1, 187 | 1, 453 620 2.073 
$10,000... ; 3, 300 | 1, 637 | 1, 663 | 766 2, 429 
acs 2s ctampl "| 6, 2°0 2, 784 | 3, 426 | 1, 418 4, 844 
$25,000. ail 14, 250 5, 973 | 8, 277 | 3, 122 11, 399 
$50,000___- at 43, 620 | 17, 916 | 25. 704 | 8, 652 34, 356 
$100,000 _. | 81,000 | 28. 125 | 52. 875 | 15, 832 68, 707 
$250,000. 100, 125 | 28, 125 | 72,000 | 19, 570 91, 570 
$500,000... 102, 375 | 28, 125 | 74, 250 | 20, 009 | 94, 259 
ASSUMING INCOME (OTHER THAN LUMP SUM) FALLS 50 PERCENT BETWEEN 

TIME FUNDS ARE INVESTED AND WITHDWAWN IN A LUMP SUM 

$3,000___- “if $900 | $307 | $593 | $219 | $812 
$4,000... 1, 200 | 536 664 | 285 | 949 
$5,000... on 1, 500 | 763 | 737 | 351 | 1, 088 
ee 1, 800 | 936 864 420 1, 284 
a 2, 640 | 1, 319 1, 321 | 612 | i, 933 
$10,000___._. - - 3, 300 1, 759 | 1, 541 | 759 | 2, 300 
$15,000___- 6, 210 | 3, 168 3, 042 1, 390 | 4, 432 
$25,000___. | 14, 250 | 7,173 | 7,07 | 3,004 | 10, 081 
$50,000. - 43, 620 | 18, 750 24, 870 8, 525 | 33, 395 
$100,000 ___... 81,000 | 28, 125 52, 875 | 15, 832 | 68, 707 
$250,000____ nul 100, 125 | 28, 125 72, 000 | 19, 570 | 91, 570 
$500,000..........- coll 102, 375 | 28, 125 74, 250 | 20, 009 94, 259 


| 


1 Assumes that the taxpayer’s income other than the lump sum is absorbed by personal deductions. 
2 Assuming at the various income levels, participants withdraw the lump sums shown in the appendix 
are each entitled to double 


text tab 


le on p. 4 


Computations assume that the 


taxpayer and his wife 


personal exemptions, but do not take the tax credit for retirement income. 
’ After payment of tax on such interest. 
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APPENDIX TABLE 9.—Amounts of net tax reduction, net interest on postponed 
tarcs and total benefits accruing under plan to postpone tax on income set 
aside for retirement—Assumption: Married taxpayer with 2 dependents in- 
vests 10 percent of earned income up to $7,500 a year for 30 years, or until 
his total investment amounts to $150,000, and at age 65 purchases an annual 
annuity which he receives and includes in tarable income for 15 years 


ASSUMING INCOME (OTHER THAN THE ANNUITY) FALLS 100 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND ANNUITY IS RECEIVED! 





Sum of tax | Sum oftaxes| _Net tax 











Annual income at time of invest- | reductions |on withdraw- reduction | Net interest Total benefits 
ment before exemptions and | given for | als exclusive oe — — (4)+(5) 
tax investment | of interest ? pe —_— 

| (2)—(3) 
(1) (2) | (3) (4) (5) (6) 
| 

sine netcndcbhnna nonunion aan isn nnciscnntecme $1, 800 $1, 383 $3, 183 

IN 3c sak said edgier coerce eis nla cone TL sticna wena 2, 400 1, 842 4, 242 

NIE aii celechessdicaioens nasa. eitecaanicamerdamadeelti a 3, 000 2, 304 5, 304 

Nick cccessscectabak nec siictigmecscdiceaeaee SE Bika caches 3, 600 2, 763 6, 363 

Sc. nis us ccememienegationeirdeounioamcaee 5, 280 $730 4, 550 3, 929 8, 479 

sc ccctnsnaictiat ti cetinissinathedame 6, 600 | 1, 926 4, 674 | 4,741 9, 415 

os sinsssnsantandeenitaiuiccmaiiaeechae 12, 420 | 4, 930 7, 490 8, 489 15, 979 

I son cine ee aaceninunaee 28, 500 | 11, 345 17, 155 | 18, 572 35, 727 

ak coe Nae 87, 240 | 31, 422 | 55, 818 | 52, 944 | 108, 762 

I accra dah Beaten hares sceigipanote 108, 000 | 33, 601 | 74, 399 84, 997 159, 396 

a ci ee sides 133, 500 | 33, 601 | 99, 899 105, 066 204, 965 

SII uiic:ccscicteneceetnichsneninteekisianicle ae 136, 500 | 33, 601 | 102, 899 107, 427 210, 326 





ASSUMING INCOME (OTHER THAN THE ANNUITY) FALLS 75 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND ANNUITY IS RECEIVED 





Es nccetannindnasieeiawsuien teen DEO bite ccuncnee $1, 800 | $1, 383 $3, 183 
asst cinssstcsidnnatioenimenaceaenurasibteacaigiiiane 2, 400 $25 2, 375 1, 838 4, 213 
Rs xii iesiaiindcideenpison sais ihcodegee 3, 000 1, 052 1, 948 2, 142 4, 090 
TTI os chcnasesctannehe cannon Seas aoellcaoe 3, 600 2, 071 1, 529 2, 445 3, 974 
BT cnacicniasdanpndhinnsmieawequndie 5, 280 4,124 1, 156 3, 356 4, 512 
I sisiciccbadehegsiiieEticaeiawsediee 6, 600 6, 000 600 4, 053 4, 653 
See: 12, 420 9, 453 2, 967 | 7, 531 10, 498 

RITE isc discentiedbecouanapeicss aokeiomucicboieal 28, 500 18, 302 10, 198 16, 542 26, 740 
Ea 87, 240 52, 593 34, 647 43, 491 78, 138 
I icisnntienacdtimausmnonene 108, 000 72, 891 35, 109 56, 306 91, 415 
cia stat eihnikecttacaom sabi 133, 500 97, 888 35. 612 47, 034 82, 646 
ai cme enanneemeees 136, 500 117, 608 18, 892 29, 891 48, 783 


ASSUMING INCOME (OTHER THAN THE ANNUITY) FALLS 50 PERCENT BETWEEN 





TIME FUNDS ARE INVESTED AND ANNUITY IS RECEIVED 

| | | | 
ek ae $1, 800 | $271 | $1, 529 | $1, 341 $2, 870 
Ds isiciniacndatneicnaccdeibeone 2, 400 1, 723 | 677 | 1, 578 2, 255 
PR eeccs spans ai he sce = 3, 000 PS zo cisnadegae 1, 843 1, 843 
BIR sus coc cpap cceensetc ceo 3, 600 3, 598 2 | 2, 211 | 2, 213 
SN 2 occ at ee ose coh ae 5, 280 4, 871 409 | 3, 230 | 3, 639 
SR So canara has Gcncaeane 6, 600 6, 365 235 | 3, 991 4, 226 
ee os 5 ae exit 12, 420 10, 718 1, 702 | 7, 263 8, 965 
RE ORS. 28, 500 22, 850 5, 650 15, 215 20, 865 
II, cere sascantacebeientaiee 87, 240 71, 338 15. 902 35. 122 51, 024 
BND > ooo cnn cnencdees eine 108, 000 92, 851 15, 149 41, 732 56, 881 
SIND. sa canccomeunicanel 133. 500 117, 610 15, 890 29, 234 | 45, 124 
$500,000..-........ iacnguagiattemnaile 136, 500 133, 497 3, 003 15, 231 | 18, 234 





1 Assumes that the taxpayer’s income other than the annuity is absorbed by personal deductions. 

2 Assuming at the various income levels, participants use the total accumulations shown in appendix 
table 5 to buy straight life annuities. Under the plan such annuity payments would be taxatle in full. 
Computations assume that the taxpayer and his wife are each entitled to double personal exemptions but 
d» not take the tax credit for retirement income. 

§ After payment of tax on such interest. 
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APPENDIX TABLE 10.—Amounts of net tax reduction, net interest on postponed 
tares and total benefits accruing under plan to postpone tag on income set 
aside for retirement—Assumption: Married tarpayer with 2 dependents in- 
vests 10 percent of earned income up to $7,500 a year for 30 years, or until 
his total investment amounts to $150,000, and at the age of 65 withdraws 
accumulated fund in lump sum at capital-gains rates 


ASSUMING INCOME (OTHER THAN THE LUMP SUM) FALLS 100 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND WITHDRAWN IN A LUMP SUM! 


| | 
} 














| ; | Net tax | 

Annual income at time of invest- = - il pet a | reduction | Net interest Total benefit: 

ment before exemptions and | "eiten ry Gis eddie. from shifting | on postponed | *°® (4) +65) . 

tax investment | of interest? | one taxes? 

Cs 
(1) (2) 3) ® | © 6) 

Mies 38 D5 Fo sy = $1, 800 | $614 $1, 186 | $1, 022 $2, 218 
ITE ERE! 2, 400 O44 1, 456 | 1, 362 2, 818 
We tbkds iddandbbacagectnd dew | 3, 000 | 1, 316 1, 684 | 1, 685 3, 369 
Cis cnitts dpe cecenaitasivea 3, 690 1,710 | 1, 890 2. 006 3, 896 
citi Amin tint cincvh aaa 5, 280 2, 634 2, 646 2, 894 5, 540 
SIGS deb sws st dnkeedncikdebehessa 6, 600 | 3, 699 2, 901 3, 562 6, 463 
SR chet he acct a ideal cae | 12, 420 | 7, 041 5, 379 | 6, 450 11, 829 
sick Cacdawicusencee 28, 500 | 15, 669 12, 831 | 13, 881 26, 712 
SR nt dita ww mene det aestily 87, 240 | 37. 500 49, 740 | 40, 283 90, 023 
SS dc ce eens eae 108, 000 | 37, 500 70, 500 | 68, 116 138, 616 
Ge bdatiiddbsscicchioddanetel 133, 500 37, 500 96, 000 84, 199 180, 199 
$500,000... -- BBR 136, 500 37, 500 | 99, 000 | 86, 091 185, 091 


_ _ — — ——— 
ASSUMING INCOME (OTHER THAN THE LUMP SUM) FALLS 75 PERCENT BETWEEN 
TIME FUNDS ARE INVESTED AND WITHDRAWN IN A LUMP SUM 








Ce on ee eee $1, 800 | $716 | $1, 084 $1, 020 $2, 104 
$4,000___- cata SS ed 2,400 | 1. 087 | 1,313 1,314 2, 657 
iis aco ca Seok kw 3, 000 1, 518 | 1, 482 1, 6A0 3, 142 
UR fia ctduihadh btnsethasan 3, 600 1, 988 | 1.612 1. 971 3, 583 
$8,000 z } 5, 280 3, 055 2. 225 2. 837 5, 062 
$10,000 6, 600 | 4, 286 2.314 | 3, 483 5, 797 
$15,090 12, 429 | 8, 066 4, 354 6, 276 10, 630 
$25,990 28, 500 | 17, 599 10, 901 13, 430 24, 331 
$50,000 87, 240 | 37, 500 49, 740 40, 283 90, 023 
$100,000 ____ 108, 000 | 37, 500 | 70, 500 68, 116 | 138, 616 
$259,000. ___ ih edad 133, 500 | 37, 500 | 96, 000 | 84, 199 180, 199 
$500,000... | 136, 500 | 37, 500 99, 86, 091 | 185, 091 


000 


ASSUMING INCOME (OTHER THAN THE LU 
TIME FUNDS ARE INVESTED AND 


MP SUM) FALLS 30 PERCENT BETWEEN 
WITHDWAWN IN A LUMP SUM 


$3,000 $982 | 





$1, 800 $1, 007 $1, 989 
$4,000 2, 400 1, 152 | 1, 324 | 2, 476 
$5,090 3.000 1, 2359 | 1, 636 2, $25 
$6,000___. , 3, 600 | 1,408 | 1, 946 | 3, 354 
$8,000 5, 280 | 1,978 | 2, 804 4, 782 
$10,000 ; 6, 600 | 1, 959 | 3, 434 | 5, 393 
$15,090 ‘ 12, 420 | 3, 575 6, 144 | 9, 719 
$25,000 28. 500 | | 9, 750 13, 160 22, 910 
$50,000. | 87, 240 | 49, 740 40, 283 90, 023 
$100,090. __- : 108, 000 | 70, 500 68, 116 138, 616 
$250,000____ 133, 500 | 96, 000 84, 199 180, 199 
$500,000. _- 136, 500 | 99, 000 86, 091 185, 091 

| | 





1 Assumes that the taxnayer’s income other than the lump sum is absorbed by personal deductions 

2 Assnming at the various income levels, participants withdraw the total accumulations shown in 
appendix table 5. Computations assume that the taxpayer and his wife are each entitled to double pe 
sonal exemptions but do not take the tax credit for retirement income. 

’ After payment of tax on such interest. 


The CHatrMan. That completes your statement, Mr. Secretary, 
and yours, Mr. Williams ? 

We thank you for your appearance and the information given the 
committee. 

Are there any questions ¢ 
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Mr. Krocu. Mr. Chairman, if none of my seniors has any questions, 
I would not mind propounding a few. 

The Cuarrman. Mr. Keogh of New York, the author of the bill, 
will inquire. 

Mr. Keocu. May it be assumed, Mr. Chairman, that the questions 
I propound will be directed to either one of the two gentlemen 
before us. 

The Cuarrman. Without objection. 

Mr. Keocu. Mr. Williams, do I understand the tenor of your state- 
ment to mean that you are in principle in favor of any legislation 
that would provide for the creation of restricted retirement funds 
for those who are not now covered in any system ? 

Mr. Witutams. I would think that question might more appro- 
priately be directed to the Secretary. 

Secretary Humpurey. Mr. Keogh, I will be very glad to answer 
that. We think there is a discrepancy here that requires very careful 
consideration as to whether or not it can be properly corrected. 

Now, the method of correcting it and how it will be corrected is so 
difficult that we think there will have to be a great many problems 
resolved before you can say that you have a practical means of solu- 
tion. We are very glad indeed to associate ourselves with the com- 
mittee and to help the committee to see if there is a practical way to 
remove some of these discrepancies. 

Just briefly, this may help a little in your further consideration of 
the matter. 

We have, and as a broad principle, here, a tax law which is so high 
that I have said many times, and I am sure you all agree, that we should 
use every possible effort to bring the tax rates down that now exist. 
That, of course, cannot be done until we can afford to do it, until the 
Government can afford to do it. 

Now, as we can afford to do it, then each time we can afford to bring 
the tax rate down it requires a very careful study as to just how it 
can best be done in the fairest possible way among all of the taxpayers. 

There are many, many discrepancies in the tax laws, and it is very 
difficult to pick out just one here, one there, and one another place, 
when you do not have a general leavening or a total amount of money 
that you can release to see how it should be distributed. 

In this particular case, it is our belief that a substantial part of 
this, because of the incentives Mr. Williams has pointed out, would go 
into the medium and higher bracket incomes. Just how you could 
balance it out if you had a definite amount of tax to bring down, how 
this would fit into a picture of general tax revision, I do not think you 
can tell until you have the full picture before you. 

Now, if you just take it as an isolated case, I am getting very con- 
cerned about tax relief in isolated cases, just here and there, and the 
other place, because of the fact that hag time you do it you make a 
discrepancy. You may help one group, but you make a discrepancy 
with some other group. And as we go along doing a piece at a time, 
which is really over a period lowering our total tax income, but just 
taking a single isolated piece at a time, I think we may get ourselves 
into a very difficult situation as between various groups that we at- 
tempt to help; and further than that, we are, each time, greatly com- 
plicating the administration of the tax law. 








INDIVIDUAL RETIREMENT ACT OF 1955 35 


So I think that it is, as a general principle, highly advisable to try 
to leaven these discrepancies out, when you have general movements, 
rather than by taking specific mov vements. 

Mr. Kroeu. Mr. Chairman, may I ask the Secretary, in order that 
we may understand what we are talking about at the very beginning: 
I noticed that in Mr. Williams’ statement he referred consistently to 
self-employed groups. I assume that you meant that as an inclusive 
term to include the professional groups and the others who are self- 
employed in other lines of venture. Would you be in a position to 
tell me how many people fall into that category ? 

Mr. Wiuiams. I am sorry. I am not. We have one of the men 
from the analysis staff here. He might be able to provide the answer. 

Mr. Kroon. Please tell me how many millions of people will be 
affected by the pending bills. 

Mr. Witirams. Mr. Arthur Fefferman of the Tax Analysis Division 
will answer. 

The CrHairmMan. Please give your name and your position for the 
record. 

Mr. Ferrerman. My name is Arthur Fefferman. I am an economisi 
for the analysis staff, Treasury Department. 

Mr. Krocu. Did you understand the question I directed? It calls 
for a figure. How many millions of people would be embraced within 
the pending bills? 

Mr. Frerrerman. I would like first just to give a figure for the num- 
ber of self-employed individuals. The latest data which are avail- 
able for self-employed individuals is for the week of May 8 to May 
14, and that covers a figure of 9,700,000 self-employed snltviduste 

Mr. Krocu. What is the definition of “self-employed” ? 

Mr. Frerrerman. May I just amplify that a little more, sir? Of 
which 5.8 million were in nonagricultural employment. 

Mr. Krocu. Now, will you give me just those figures? What was 
the first figure you gave 

Mr. FerrerMan. 9.7 million. 

Mr. Kroon. 9.7 million; of which q 

Mr. Ferrerman. Of which 5.8 million were in nonagricultural em- 
ployment. 

Mr. Kroeu. Now, when you use the term “self-employed,” do you 
include professional groups? 7 

Mr. FerrerMan. Yes, sir. 

Mr. Kroau. Now I would like to ask the Secretary a question as to 
whether he thinks that any legislation considers the tax situation of 
a group of almost 10 million people is such an isolated case that it 
should be considered only generally. 

Secretary Humpnrey. I did not say that, Mr. Keogh. What I said 
was this 

Mr. Kroeu. I did not say you said it, Mr. Secretary. 

Secretary Humpnrey. I beg your pardon. What I said was that 
what we ought to consider is cases affecting special groups of people. 
I do not care whether there are 10 million or 20 million. All cases af- 
fecting special groups had better be considered in relation to total 
movements, total reductions, in the whole tax framework, rather than 
taking one at a time. 

Mr. Kroeu. Well, then, I will ask you this question, Mr. Secretary. 
Do you think a group of 10 million people in this country is substan- 
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tial enough to arouse the interest of the administration in considering 
their tax plight? 

Secretary Humpnrey. Oh, our interest is very greatly aroused, or 
we would not, obviously, have spent as much time as we have in the 
study of it. 

Mr. Kerocu. I would like to ask the following question. Do you 
agree with the statement that the pending bills intend generally to 
permit of the creation of restricted voluntary retirement funds, some- 
what on the lines of the plan that have been created under the old 
section 165 (a) and the present 401 (a) and related séctions? 

Secretary Humeurey. Mr. Williams will answer that. The answer 
is “Yes”? 

Mr. Wiiurams. Yes. We have recognized the discrimination that 
does exist between the self-employed and those who are covered by 
qualified pension plans. There is no question about the discrimination. 

Mr. Krocu. And those plans that have been created under the sec- 
tions I have referred to require your approval for their nondiscrimi- 
natory features; do they not? 

Mr. Witt1aMs. In general, most plans seek our approval. 

Mr. Krocu. In general? 

Mr. Wiiu1aMs. Yes, sir. 

Mr. Krocu. Can you tell the committee how many such pension 
and profit-sharing plans have been approved by your Department up 
to the most recent available date? 

Mr. WittraMs. I cannot, sir. Do you know, Mr. Fefferman? 

Mr. FerrermMan. There were approximately 26,500 plans approved 
up to December of 1954 which had not been terminated. Now, that 
includes both pension, profit-sharing, and stock-bonus plans. In addi- 
tion, there are plans of a nonqualified nature which are not covered 
in that figure. 

Mr. Kroon. All right. Now, Mr. Fefferman, can you tell the com- 
mittee how many employees and officers of those twenty thousand-odd 
corporations are covered by those plans? 

Mr. Frerrerman. We do not have precise figures as to coverage 
under approved plans, The estimates range somewhere in the neigh- 
borhood of 13 million to 15 million employees. 

Mr. Kroon. 15 million? 

Mr. FerrerMaAn. That would be a very rough approximation. Be- 
cause there are no data available directly on this. 

Mr. Krocu. Now, would you know whether the trend in the crea- 
tion of those private pension plans is in the direction of the non- 
contributory type, where the employee makes no contributions? 

Mr. FerrerMan. I am sorry. I cannot answer that. I believe that 
there is now a slight trend toward a contributory system. 

Mr. Krocu. Pardon me? 

Mr. FrrrerMan: I do believe that there now is a slight trend toward 
the contributory system. 

Mr. Kroc. A trend toward the contributory ? 

Mr. FerrerMan. Yes. 

Mr. Keocu. And by that you mean that both the corporate em- 
plover and the employee contribute ? 

Mr. Ferrerman. Yes, sir. 
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Mr. Krocu. Would you have any way of estimating, on the basis 
of your past experience, how many plans were approved during the 
last 12 months? 

Mr. Ferrerman. They run approximately, I would say, about 3,000 
a year for pension plans, and 1,000 to 1,500 a year for profit sharing 
and stock bonus plans. They have been increasing at a rather quick 
rate. 

Mr. Krocn. So that on the basis of that experience, it is reasonable 
to anticipate that in the next 5 years 15,000 more such plans will be 
submitted for approval. 

Mr. Frerrerman. I don’t know whether one can project the present 
rate into the future. 

Mr. Kerocu. I will withdraw the question, Mr. Fefferman. We 
have enough ground to cover without projecting ourselves into the 
future. 

Now, would you have any way of knowing what percentage of the 
corporate employers, which have created the existing plans, fall into 
the category of taxable emplovers? By that, I mean: How many of 
them pay taxes to the Government ? 

Mr. FrrrermMan. By and large, most of them. We probably can 
get that from tax data. 

Mr. Keocu. Have you any estimate of the loss of revenue to the 
‘Treasury of the allowance made to those 26,090 ? 

Mr. FrrrermMan. The latest data we have available from statistics 
on income is for 1952. At that time the corporate deductions amount- 
ed to $2.5 billion dollars. 

Mr. Krocu. 214 billions of dollars. 

Mr. WituraMs. If I may interrupt, that was the amount of the cor- 
porate deductions. 

Mr. FerrerMan. [beg your pardon. That was the corporate deduc- 
tions. One would have to multiply that by the corporate tax rate to 
get the revenue. 

Mr. Kreoeu. That is at least 52 percent; is it not? 

Mr. FerrermMan. Yes. 

Mr. KrocH. Now, would you tell me what the maximum deduction 
you have allowed to any corporation which has set up its pension sys- 
tem or a profit-sharing trust has been ? 

I will withdraw that and reframe it. Have you not approved plans 
that provide for contributions by the corporation employer in excess 
of 10 percent of the payroll ? i 

Mr. Frerrerman. Yes. In general. There are, of course, bench- 
marks. ‘There is a 5-percent limit, which generally applies. But if 
the plan can substantiate that on actuarial grounds a larger contribu- 
tion is required to pay out the benefits, the plan will be approved. 
That is, provided that it is nondiscriminatory. 

Mr. Krocu. Have you provided for approving plans that provide 
for a 15-percent deduction ? 

Mr. FerrerMan. Yes; there are plans of that nature. 

Mr. Krocu. Have you approved plans that have gone above 15 
percent ? 

Mr. FrerrerMan. Yes. 

Mr. Krocu. Would you be good enough to tell us aproximately 
what percentage of the plans approved by your Department provide 
for deductions in excess of 10 percent ? 
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Mr. Ferrerman. I am sorry, sir. I don’t have that data with me. 
Mr. Kroon. You would have no way of guessing, either ? 

Mr. FerrermMan. Not at the present time. 

Mr. Keocu. Would it take you very long to find that out ? 


Mr. Ferrerman. We might look at some of the data which we have 
available, perhaps, and get it. 


Mr. Kroon. I would appreciate it if you would, and give us the 
results of kage inquiry. 
(The following information was supplied :) 


The most recent data available from tax returns regarding the size of em- 
ployer contributions in relation to compensation of covered employers are shown 
below. The table is based on a sample of 8,568 pensions, profit-sharing, and 
stock-bonus plans for which deductions were taken in 1951. In about one-third 
of these plans, employer contributions averaged 10 percent or more of nonde- 
ferred compensation. 


Frequency distribution of qualified pension, profit-sharing, and stock-bonus plans 
by ratio of employer contribution to nondeferred compensation of covered 
employees 


{Tabulation of 8,568 plans of employers submitting such information on 1951 tax returns} 















































| Percent of nondeferred compensation 
Total z | | | “Site aon 
Type of plan number | under| 5to | 10to | 15to | 2to | Per) 
of plans | 5 per- | 10 per- | 15 per- | 20 per- | 25 per- | — Catal 
| cent cent cent | cent cent | uae | 
j | } } 
engine ererean -|- | — ——— ai ~~ 
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Percentage distribution 
| 
0 ake eal nas 
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ene oe | 2.37 | 36.3 | 21.6 | 8.0) 19| aa 71 
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Source: Treasury Department. 


Note.—Table does not include data on a large number of plans for which detailed information was not 
available on tax returas. 


Mr. Krocu. Now, I would like to address myself to the suggestion 
that has been made by the Secretary and Mr. Williams that the self- 
employed group, or groups, to be considered in any legislation such as 
we have pending before us, should be confined to self-employed, as de- 
fined by the Social Security Act. And I would like to ask you to elab- 
orate on your reasons why you think these self-employed groups, 
including, as we understand ourselves, the professional groups, should 
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be compelled to go into the Social Security Act before you give consid- 
eration to legislation of the type pending before us. 

Mr. Wiuu1aMs. I believe that there is a general view that social 
security is in general the proper base, the proper basic ingredient, so to 
speak, of individual retirement systems. Employees are covered today 
under a mandatory system. The concept back of the pending proposal 
is to put self-employed people in the same position taxwise as employed 
people. While many self-employed people are now covered by social 
security on a mandatory basis, there are groups which are not covered 
on a mandatory basis. 

Mr. Krocu. What are those groups not now covered ? 

Mr. WixuiaMs. Oh, I am certainly no expert on social security, Mr. 
Keogh, but the lawyers, the doctors, the dentists, certain other profes- 
sional groups, I know, are excluded. 

Mr. Kerocu. They are the professional groups that are expressly 
excluded from coverage, are they not? 

Mr. WiiuiaMms. Right. 

Mr. Krocu. And in the absence of an express exclusion, all other 
self-employed are covered. 

Mr. Witurams. That is correct. 

Mr. Kroeu. So, do I understand the administration’s position today 
is that you think that no consideration should be given to legislation 
of the type pending before us unless at the same time there is manda- 
tory coverage of all the professional groups ? 

Mr. Witiiams. I would say it is slightly different, sir. 

Mr. Krogu. Would you say it in your way, please? 

Mr. Wituiams. It is the view that the proposed special tax allow- 
ances should not be accorded to those not covered by social security on 
a mandatory basis. 

Mr. Krocu. Well, what you are doing is putting it in the negative 
form; are you not? I get the impression that as far as the pending 
bills are concerned, that is probably a carryover of your attitude to- 
ward the bills. 

I would like to ask you if you are not familiar with the fact that 
the pending bill expressly provides that the investments made by 
the fund, assuming it is a retirement fund as distinguished from the 
annuity, shall be limited to investments which are legal investments 
under local laws. You are familiar with that; are you not? 

Mr. WiiuiaMms. Yes, sir. 

Mr. Krocn. Tell me, then: How could anyone invest in the stock 
of a closely held corporation or one that he owns unless that stock was 
legal tender for trust funds in that State? 

Mr. WitutaMs. That was no implication intended by the statement 
which I read, that that particular provision of your proposed bill was 
improper. The attempt in this statement was to state in broad general 
terms the views of the Treasury as to what would be proper invest- 
ments for such funds. That part of it was not intended as a criticism 
of that particular provision of your bill. 

Mr. Krocu. In other words, that was a suggestion pointing out how 
the pending bill must be certain to cover a possible defect. 

Mr. WitutiaMs. Yes, sir. 

Mr. Krocu. You made several other suggestions, with most of which 
I seem to be in agreement; which leads me to make the positive state- 
ment that I think that your views are not perhaps far different from 
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the views of those who are sponsoring the pending bills. And I dare 
say that, given the opportunity and the desire for it, we should 
rather quickly get together on a form of a bill that would be acceptable 
to you and would be helpful to 10 millions of people in the country. 

I appreciate very much your statement. But of course, I would 
like you to know that the pending bills, providing as they do for the 
ceilings of percentage or dollar amounts, with a lifetime maximum, 
were really an attempt on the part of the sponsors to bring the pro- 
posed plans in accord with most of the corporate plans of retirement 
which your Department has approved. 

I cannot speak for Mr. Jeakina: he is here. But I can say that 
as far as I am concerned, I am not wedded to any percentage or 
amount. 

I would like, therefore, to ask you this question: Does your Depart- 
ment undertake to analyze the 26,000 approved corporate plans with 
respect to the amounts contributed by the employer, according to the 
age groups of the beneficiaries of those plans? 

Mr. WixuraMs. I will have to refer that question to Mr. Fefferman, 
sir. 

Mr. Kroon. I would be delighted to have the answer. 

Mr. Ferrerman. I think theoretically that could be done, but it 
really would be a terrific job. 

Mr. Kroon. Well, your department has been faced with other ter- 
rific jobs, has it not, Mr. Fefferman ? 

My point simply is this, that I think that assuming we want to 
work something out for 10 million people for whom nothing has been 
done, if we were to analyze the approved plans of corporate pensions 
and provide that the self-employed, as broad a term as that could be, 
could set up for themselves in their relative age groups exactly the 
average or the range of benefits provided in the approved plans, there 
would be no basis for contending that we are doing more for those 
self-employed groups than has been done for others. Is that not 
correct ? 

Mr. WitutaMs. It would seem so; yes, sir. 

Mr. Kroon. Well, we may ask the Department to try to do that. 

Someone has indicated to me that in some of the corporate pension 
plans there has been approval given to a plan that has provided in 
1 year for as much as 200 or 300 percent of that year’s compensation 
for designated employees. Is that correct? 

Mr. Ferrerman. I cannot speak about the exact figures, but in many 
plans contributions are made for past service benefits. And where 
this occurs, the contribution in 1 year may be quite high in relation 
to salary. 

Mr. WiitraMs. I believe, Mr. Keogh, that in those situations ordi- 
narily there is a requirement that the past service be funded not all 
in 1 year, but over a period of years. So that there is a gradual 
year-by-year funding of the liability to employees for past service. 

Mr. Kroon. So that the effect of the approval of a plan with a 
provision like that in it is not only to give the corporate employee 
a deduction for the current year’s services and salaries, but permit it 
to go back and contribute in the plan for past services. 

Mr. Wuu1AMs. That is correct, sir. 

Mr. Kroon. All at the expense of reducing the net taxable income 
of those corporations. 
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Mr. Witur1aMs. That is correct. 

Mr. Krocu. One further point, and then I shall not impose further 
on you or on the committee. In every one of the approved plans of 
corporate retirement the employees are eligible to receive, in addition 
to the benefits under those plans, their social-security benefits, are 
they not ? 

Mr. WituraMs. Yes, sir; may I add, Mr. Keogh, that of course in 
many of the plans, as I pointed out in my statement, the p!an itself 
is built around and on top of social security, so to speak. In other 
words, the amount of the pension is related to social-security benefits. 

Mr. Kerocrt. I know. Where the corporate employer will reduce a 
percentage of the social-security benefits when and if received by the 
retired employee. 

Mr. Witutams. It is supplemental to social security. 

Mr. Kroon. And in some of the plans you permit the payment by 
the corporate employees of insurance premiums for the benefit of their 
employees, do you not? 

Mr. WituiaMs. In many plans, the funds are in substantial part 
invested in insurance annuities, 

Mr. Keocu. And the pending bills provide as an alternative to the 
contributions made in a retirement fund for one who up to now has 
been unable to do it, to purchase annuities under provisions of the bill. 

Mr. WitutaMs. Yes, sir. 

Mr. Krocu. I gathered the impression, Mr. Williams, that your 
Department thinks that the pending bills should not be considered 
at this time. 

Mr. WittaMs. May I add, of course, that this is not my Department, 
sir. I think the Secretary should answer that question. 

Mr. Kroon. I amsorry, Mr. Secretary. 

Secretary Humrnrry. It is not my Department either, Mr. Keogh, 
except just temporarily. 

That is correct. We do not think it should be done at this time. And 
again, let me just explain why. Ten million people are a great many 
people. There are 160 million people in this country, and there are 
over 60 million of them at work. There are over 50 million of them 
paying taxes, 

Now, what we have to do, and what we ought to do, all of us, is to 
as fairly as possible apportion the amount of money that we have to 
raise in taxes among all the people. 

Again, let me say that in this particular case the probabilities are 
that any tax deductions, any benefits, that are given here, will accrue 
largely to people in the middle and upper income tax brackets. When 
we can see that we have some money available for tax reduction, I 
think we—all of us—must be very careful to see that it should be 
spread among the low-income groups as well as the other groups all 
the way through, to see that we have a fair distribution that will make 
our entire tax system the fairest that we can possibly make it to keep 
it in the best repute and standing that we can have for the people of 
this country. 

That is the only reason why I say I am afraid of just isolated cases. 
I think it is better to consider a broader program when we are con- 
sidering making a tax reduction. 


65638—55——4 
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Mr. Kroau. Mr. Secretary, would you care to hazard a guess as to 
when it might be appropriate to consider the plight of these 10 million 
people ? ost 

Secretary Humrurey. It is not only these 10 million people, but 
the whole 50 million people that are paying taxes that sre, in my 
opinion, too high, taxes that I think should be reduced as rapidly 
as they can be. And I think that reductions should come and be 
fairly distributed just as soon as we see savings in our governmental 
expenditures to warrant it. 

Mr. Kroon. Of course, I do not agree with your statement that the 
beneficiaries of the pending bills would be those in the middle or high 
brackets. I think that they would cover pretty generally all the 
professional and self-employed groups in the country. 

Now, Mr. Secretary, I have tried up to now, and I propose to con- 
tinue, to conduct my inquiry on what I trust is a fairly high plane. 
And therefore, 1 do not by my next question mean to inject any note 
of partisanship. But the fact remains that you are the present 
administration. And my recollection is that in its platform in 1952 
your party committed itself to a program such as is contemplated by 
this bill; that in October of 1952 your then candidate rather unequivo- 
cably indicated his support of this legislation; and in his message on 
the state of the Union in January of 1953, he indicated that the Con- 
gress should consider legislation for the encouragement of privately 
sponsored pension plans. 

With that background, Mr. Secretary, I would like to ask you: 
What has happened since October of 1952 to change your Depart- 
ment’s point of view on this type of legislation ? 

Secretary Humrnrey. Nothing has happened. I do not think our 
opinion about it has changed at all. It 1s a question of timing as to 
when these things can be done. And just to assure you that I am not 
partisan in any way, I would remark this: that we also promised to 
balance the budget. And we have not yet done that. 

Mr. Krocu. Well, nothing has happened to change your viewpoint. 
So I take it from that that you are in agreement with the principle 
that some legislation should be considered and enacted to provide 
some tax incentive for the creation of private pension systems that 
up to now have been given no such tax incentive. 

Secretary Humrnrey. That is right. What we want to do, what 
we must do, as I see it, Mr. Keogh—and our responsibility is shared 
with you, too; we are all in the same predicament here—is to raise the 
amount of money we have to raise to pay our bills and distribute it as 
fairly as we can over the entire population of this country. 

Mr. Kroon. And if you can raise that by delaying what seems to 
be necessity for removing a long-time discrimination, you are willing 
to follow that course ? 

Secretary Humpirey. There are a great many discriminations, and 
we are trying to remove them as rapidly as we can and trying to 
balance out as fairly as we can the tax levy. 

Mr. Kroc. I hope, Mr. Secretary, you will appreciate that I have 
not gone into questioning you on the basis of the estimates of the loss 
of revenue that will result in the enactment of the presently pending 
bills. I think that estimates are guesses and anyone’s is as good as 
the next. But I certainly hope that we will have an opportunity 
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before the hearings are over to show by qualified evidence that the 
losses are not as much as you say they are. And obviously, assuming 
that everybody qualified will participate to the maximum, that is 
certainly starting that guessing at the summit. 

Secretary Humpnrey. I think, Mr. Keogh, this is a particularly dif- 
ficult one to estimate, because it is very hard to tell how many people 
will avail themselves of the privilege if it is granted. So this is a 
particularly difficult estimate, I see. 

Mr. Krocu. Thank you very much. I have no further questions at 
this time, Mr. Chairman. 

The Cuatrman. Mr. Jenkins of Ohio, the author of one of the bills 
under consideration, will now inquire. 

Mr. Jenkins. Mr. Chairman, I should like to ask Mr. Williams 
one or two questions. 

Do you have a copy of your statement for distribution 

Mr. Wiiu1ams. | have, sir. I am sorry they were not here when 
I started. They have now arrived, I think. 

Mr. Jenxrns. I should be very ‘glad to have a copy. 

Now, then, let me ask you this: Are you familiar with this appendix 
that we have here ¢ 

Mr. Wuu1aMs. Yes, sir, in a general way. It was prepared by the 
analysis staff, Mr. Fefferman. 

Mr. Jenxrss. This is a Treasury Document also; is it not? 

Mr. WituraMs. That is right. 

Mr. Jenkins. And these figures, of course, are self-explanatory, | 
guess, if a fellow had plenty of time to look into them. 

Mr. Wiui1aMs. We hope they are. 

Mr. Jenxrns. All right. Your statement, plus this, is your con- 
tribution. 

Mr. Wuu1aMs. That is correct. 

Mr. Jenkins. That is all, Mr. Chairman. 

The Cuarrman. Mr. Mason, of Illinois, willinquire. 

Mr. Mason. Mr. Secretary, I want to say flatfootedly that I am 
now for the principle involved in these bills. I believe that we should 
encourage in every way we can the investment of people’s money in 
their own annuities and pensions rather than to look to Uncle Sam 
through the social-security program. 

But there is a question in my mind involved, here, and I think you 
brought it out. It is this: 

If, in passing legislation which will affect a certain limited group, 
professional group, we will say, that involves the loss of $300, $400, 
or $600 million to the Treasury, will that not make it a little more dif- 
ficult and a little more impossible to give a general tax reduction to 
all 50 million taxpayers? 

Secretary Humpnurey. No question about it. It will reduce the op- 
portunity to do that. 

Mr. Mason. And then our problem is whether we want to do this 
for this select group of people, or whether we prefer and think it more 
equitable to give it in general to all taxpayers. 

Secretary Homenrey. I think , Mr. Mason, when we see some sav- 
ings in sight, so that we are in position, all of us, to make a tax re- 
duc tion, then we should balance out our whole picture and spread 
that amount of money, whatever it is, that we can afford to release, 
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in the fairest possible way among all the groups that are either dis- 
criminated against or that are entitled to it. 

Mr. Mason. Now, there is a figure that has been given several times 
here that kind of puzzles me, and that is that 10 million people that 
are in this group covered by these bills. That certainly does not mean 
that we have 10 million dentists and doctors and lawyers who have 
been shut out of the social security program, plus some ministers and 
priests who have an optional chance to come in. How many in the 
professional groups, the three professions that are automatically 
shut out, plus these optional ministers and priests, are included in 
the 10 million self-employed ? 

Secretary Humpnrey. Of course, you are entirely correct in your 
assumption. But I am very sorry. I just asked, and we have not 
the figures on the number of the three professional groups. This in- 
volves everyone who is not covered by social security, as I understand 
it. 

Mr. Mason. I would guess that of these 10 million self-employed 
that are covered in these bills, say 7 or 8 million of them now are 
forced under social security and do have to pay for it. 

Secretary Humenrey. That isright. It isa large number. I can- 
not tell you exactly. I think we might be able to supply that figure 
for the committee. 

Mr. WituiaMs. I think we can. 

Secretary Humpnrey. We will get the figure. 

(The material referred to follows :) 

The following table indicates the coverage and revenue cost of H. R. 9 and 
H. R. 10, assuming the maximum investment permitted under the bills. The 
table also shows the coverage under the old-age and survivors insurance pro- 
gram. 

Of a total of 65 million gainfully employed people, 43 million would be eligible 
for participation under H. R. 9 or H. R. 10 and 22 million would not be eligible. 

Of the 43 million eligible under the bills, 33 million are employees, and the 
bulk of these are employed in private nonagricultural work. Self-employed 
persons constitute the remaining 10 million eligible for participation. 

About 95 percent of the employees eligible to participate in the plan and about 
80 percent of the self-employed so eligible are covered by the social-security 
retirement program. 

Of the 22 million who are not eligible under H. R. 9 or H. R. 10, 17 million 
or approximately 75 percent are covered by the social-security retirement pro- 
gram. The remaining 5 million are Federal, State, and local employees covered 
by Government pension plans. 

H. R. 9 or H. R. 10 would involve a maximum potential revenue loss of $3.4 


billion a year. Of this amount, $2.7 billion would be accounted for by employees 
and $0.7 billion by self-employed people, 
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Estimated coverage under old-age and survivors insurance, and estimated tar 
benefits to specific groups under H. R. 9 or H. R. 10, assuming marimum 
investment permitted under the bills 


{In millions} 














| Number of persons 
| SSA. Revenue 
loss, 
Not H.R.9or 
. Covered 
Total ipoaacr,| covered | H. R. 10 
| | by OAST| by OASI 
Eligible for participation in H. R. 9 or H. R. 10 plan: | 
Self-employed: 
inate nen waienlis de nitpstialetiaaeih idan ns hibit 3.6 2.5 3 $160 
Professional. .................. ESTEE, ET TRIN 5 in 4 100 
CORE IO. oncrcteer snes es cbbemdeseneseees 5.9 5.2 | 7 400 
Total self-employed eligible for eeieiaten: in H.R. 
9 or H. R. 10 plan____-_- “4 | 10.0 7.8 2.2 660 
|-—— eS) ————————— a | = — 
Employees: 
Agricultural.............- Beeb ey on dedtidenke 1.5 1.0 5 | 50 
Nonagricultural: 
TUE in geetnes cancsaveutdecoataciadehon > a 1.6 as 150 
Non-Government -.._..-- i plidedaedetddidentaa aol _ 2. 8 28.6 | 1.2 2, 530 
Total employees elizible for participation in 
H.R. Ger H.R. 10 pla. oceienness aun 33.0 | 31.2 | 1.8 2, 730 
Total eligible for participation in H. R.9 or H. R. ‘ 
IR i a a a a te me | 43.0 | 39.0 4.0 3, 390 
Not eligible for ps articipation in H. R. 9 or H. R. 10 plan: © alt Pile | 
Total covered by private pension plans___._- | 14.0 14.0 
Total covered by Federal, State, and local government | 
I nae ek i ncn anemic seat DR: | 8.0 3.0 | 5.0 
Total not ost ble for ; Pemeosies in H. R. 9 or H. R. 10 | 
plan._...._- : ; 22.0 17.0 | 5.0 
Grand total, employees and self-employed persons__.-.---| ag 65. 0}. "56. 0 ie 9.0 3, 390 


1 Including military. 
Source: Office of the Secretary of the Treasury, Analysis Staff, Tax Division 


Mr. Mason. Now, Mr. Chairman, there is only one more thing that 
I would like to bring out. Of course, in the last election there were a 
lot of campaign statements and campaign promises made, and they 
all had their effect upon the voters. And of course there was, as Mr. 
Keogh says, at least an indirect promise to include these people and 
give them this little tax advantage, and, of course, to balance the 
budget, which we have not done, and to spread the tax load equitably 
upon all segments of our population, some of which now escape the 
Federal income tax on corporations, and so forth, because they have 
been placed, in bygone days, in the privileged class. We have not 
gotten around to spreading that load equitably upon all types of busi- 
ness that are operating, some of which pay taxes and some of which do 
not. 

Secretary Humpnrey. I think that is right. 

Mr. Mason. That is all. 

The Cuarmman. Any further questions? 

Mr. Karsten. I just have one or two questions I would like to ask. 

The Cuatrman. Mr. Karsten of Missouri will inquire. 

Mr. Karsten. The Secretary indicated that action on this bill might 
jeopardize a future possible tax reduction. 

Was that your intention, to create that impression, Mr. Secretary ? 
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Secretary Humrurey. What I said was in answering his questioti, 
Mr. Mason’s question, which was whether, if passing this legislation 
involved revenue losses to the Treasury, it would not to that extent 
reduce the amount that would be available for general reduction, 
general tax reduction. And I answered that it would. 

- Mr. Karsten. That would indicate that you might be thinking 
about a general tax reduction. Is that correct? 

Secretary Humpnrey. I think about it right along. And I think 
we ought to have one. And I have said it time and time again. We 
ought to reduce taxes just as quickly as we can see where the money is 
coming from to pay for it. 

Mr. Karsten. Well, when are you going to advocate this? 

Secretary HumMrurey. When we see the money. 

Mr. Karsten. You do not know when that is going to be? 

Secretary Humpurey. No, sir. 

Mr. Karsten. That is kind of like that budget we were talking 
about the other day. It is going around there someplace, but we do 
1ot know just where. 

I did have one question on the bill I would like to ask. How long 
has it taken the Department to furnish a report to the committee on 
this legislation? Would you tell me? How long has it taken for the 
Department of the Treasury to furnish its report to the Committee on 
Ways and Means on this legislation ? 

Mr. Wittrams. I am not sure just what you mean. Because | 
thought what we were doing now was making a report to you. 

Mr. Karsten. It is my understanding that the request was made 
some time ago on this bill. 

Secretary Htmpurey. Well, whenever it was made, it is available 
now. Here it is. I do not know when it was originally made. This 
study has been going on for some months. We have heard a great 
many people. We have heard everybody, listened to everybody, that 
we could contact. And this study has been going on for a long time. 

Mr. Karsten. Let me ask you the question in a different way, then. 
How long has it taken the Treasury to form an opinion on this legis- 
lation, since it was introduced, originally ? 

Secretary Humpnrey. Well, ever since we have come in here, as a 
matter of fact. Ever since this thing was raised, this is one of the 
questions we have been studying. 

Mr. Karsren. And we still have not arrived at a definite opinion 
on this leg’s!ation. Have you any idea as to when the Treasury might 
come up with something ? 

Secretary Humpnrey. I have a very definite opinion. I think it 
should not be done now. And when the time comes, I think we should 
weigh it against the demands of others and the situation with respect 
to others, to see where it can most fairly be done. 

Mr. Karsren. That is still going around in the Budget up there? 

Secretary Humpurey. It is going around. It is a very real thing. 

Mr. Karsten. That is all. 

The CuatrrmMan. Mr. Curtis of Missouri will inquire. 

Mr. Curtis. I don’t know just to whom I want to address the ques- 
tions. I want to say I am very strongly in favor of this kind of legis- 
lation. It is very badly needed. 

1 approach the matter a little differently from the approach that 
has been presented to date. 
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The thing that concerns me is more one of what the economic result 
has been of granting this tax allowance to the —— ate form of doing 
business while the same type of allowance has been denied to other 
business forms, such as partnerships and sole proprietorships, I am 
also concerned over the fact that, by the very terms of the present 
tax law, the smaller corporation has not been able to avail itself of 

these provisions because they find it pretty difficult to set up a trus- 
teed dase 

If they were to set up a pension trust plan they would have to han- 
dle it through insurance. I know that the Secretary, as well as Mr. 
Williams, knows that we have been exploring that to some extent in 
our consideration of taxation of life insurance companies. 

The problem as I see it, and the economic situation, is this, that you 
have all forms of doing business whether as a proprietorship or as a 
partnership or as a small corporation in the labor market for the tal- 
ented employee. And under the present tax law, the larger corpora- 
tion has a decided advantage in appealing to a partic ular person that 
they would like to have join their organization because they can as- 
sure him certain retirement benefits. This is true in other areas of 
the tax law. There are many, many instances where a corporate form 
of doing business, and in particular the large corporate form, was 
a definite advs antage in appealing to talented people. 

My concern over this is essentially derived from my fear that we 
are creating a situation in our economy which encourages people to 
go to work in large corporations because of the incentives that can 
be offered. And, added to that, you have the further fact that once 
they go to work for the large corporations, after they have been 
there for many years they find that they have so many benefits that 
are built in to continuing work for that corporation that, as I have 
described, it is almost a corporation serfdom. They cannot quite 
afford to give up all these benefits that they are allied up and go 
to work for another employer. And it is because of those things that 
I think it is so important that something be done to equalize this sit- 
uation regardless of the revenue considerations. 

I think we have got a very, very serious economic condition that 
has been created by our tax laws. IT would like to have your comments. 

Secretary Humpnrey. I think, Mr. Curtis, that, particularly in the 
inheritance tax law and things of that kind, there are some problems 
that are presented. But they are presented both with respect to the 
owners of corporations and/or stockholders of corporations and part- 
nerships as well. 

I think these trusts—a pension trust is such a well recognized thing 
now that you can go to almost any trust company and set up a pension 
trust at a relatively small expense and have it administered by that 
bank in a very careful, satisfactory manner. 

Mr. Curtis. Testimony before the Small Business Committee does 
not reveal that. The very small business groups around the country 
— for several years, been urging that something be done just be- 

‘ause they differ from your judgment as to how easy it is for a small 
oulbecatiinnn to go into the trustee and have a plan which, of course, 
is the only one that can 

Mr. Humpnrey. Most banks in most cities, I think, the trust depart- 
ments are pretty skilled in this sort of thing. They do it very-easily 
and for a reasonable fee. ' . 
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Mr. Curtis. We can find out. If we could break down the 26,000 
approved plans to see the size of the corporations that have set them 
up we would know without even guessing as to who is benefiting. I 
do not know the answer. 

But I would suggest, in the brief experience I have had with them, 
that you will find that they are almost all in the larger and medium- 
sized corporations. 

The smaller corporations, to the extent that they do have plans, have 
gone to the insurance company type which, of course, is not exempt 
from taxation. But in order to compete in the labor market for the 
employees they want they have to go out and assure the employee 
that he will have an equivalent retirement benefit to that which the 
larger corporations can offer. 

Now those are the things that I think are most important in con- 
sidering this type of legislation. 

With that in mind, I have one question I am going to ask. The 
Jenkins-Keogh bills are the first two that refer to the self-employed 
group, and that is approximately 10 million. And 15 million are 
covered right now under the trustee or corporate plan. 

Do the balance of our people, then, come in under the category of 
employees of partnerships or proprietary types of doing business? Is 
that the answer? 

Mr. Humenrey. Say that again, please. 

Mr. Curtis. The others, those who are employees of proprietary 
types and partnership types of doing business, the ones that are not 
considered either by Jenkins-Keogh or the corporate plans, how many 
will they be? 

Mr. Frerrerman. I think we could work that out this way: That 
there are approximately 13 to 15 million employees who are covered 
by private pension plans and profit-sharing and stock plans. In addi- 
tion, there are several million Federal, State, and local employees 
covered by Government pension plans. 

The bills would allow employees to be covered by the new type 
of proposal provided they are not covered by pension, profit-sharing, 
and stock plans. In other words, there would be approximately 30 
to 35 million other employees not covered by pension plans. 

Mr. Curtis. And that is the group that you, in your preliminary 
statement, I believe, Mr. Williams, expressed concern about in the 
cost involved. 

And then you directed your attention to splitting off that group and 
referring only to the self-employed. 

Mr. WituiaMs. That is correct. 

Mr. Curtis. Yet as to the 15 million who are presently covered, I 
wonder what percentage they are of the ones who potentially could 
be covered under our present laws. 

Mr. WiiuiaMs. ‘Well, under the present law a sole proprietor or a 
partnership may establish a profit-sharing plan or a pension plan just 
the same as a corporation can. The fact that a substantial propor- 
tion of the plans are established by the large corporations is not due 
to any provision in the law. It is simply due to the economic facts 
of life, in my opinion. 

So that we start with the premise that, under the present profit- 
sharing pension trust law, there is no distinction between the corporate 
form of doing business or the partnership or joint venture. 
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Mr. Curtis. If that is so then why are you fearful that the exten- 
sion would cost the directors so much money? Because they can do 
it now. Where is the fear that all of a sudden they will begin to do 
it if we simply extend it to the self-employed groups? 

Mr. Witiiams. As I tried to make clear in my statement, the first 
proposition is that there is currently discrimination between the 
treatment of those covered by qualified pension plans and those who 
are not self-employed and others. 

When you try to solve that discrimination by giving those em- 
ployees who are not covered by pension plans the same kind of an 
incentive for personal retirement systems that is proposed for the 
self-employed you simply enlarge the group substantially, and thereby 
increase the cost of the proposal because currently about 25 to 331 
percent of employed persons are covered by pension plans, and the 
balance are not. That is for a variety of reasons. 

The tax considerations are not the only considerations that enter 
into the formation of these plans. 

So we simply pointed out to you that inclusion of employed per- 
sons in the category of persons who would be enabled to benefit from 
this proposal will result in substantially increasing the cost of the 
proposal to Government. 

Then, from the standpoint of giving coverage to employed persons 
who are covered by pension plans but have not obtained vested rights, 
again you are getting into a new discrimination. I pointed out sev- 
eral of those in my statement, that you do get into further diserimi- 
nations when you bring employed persons into the coverage of this 
proposal. 

So there are two areas of discrimination. 

Mr. Curtis. Thank you. 

The Cuatrman. Are there any further questions ? 

If not, gentlemen, we thank you for your appearance and the in- 
formation given the committee. 

Secretary Houmpnurey. Thank you very much, Mr. Chairman. 

The CHatrrman. The next witness appearing on the calendar is Mr. 
Leslie M. Rapp. 

We are glad to welcome you to the committee, Mr. Rapp. 

You may proceed and follow the usual custom. Give your name 
and address and the capacity in which you appear, please, and, with- 
out objection, you may proceed with your prepared statement without 
interruption. 


STATEMENT OF LESLIE M. RAPP, NEW YORK, N. Y., ON BEHALF 
OF THE NEW YORK STATE BAR ASSOCIATION AND THE ASSO- 
CIATION OF THE BAR OF THE CITY OF NEW YORK AND OTHER 
PROFESSIONAL GROUPS 


Mr. Rapp. Mr. Chairman and gentlemen of the committee, my name 
is Leslie M. Rapp, and I am a member of the law firm of Simpson 
Thacher & Bartlett in New York City. 

For a number of years I have been engaged on a voluntary basis 
with a various bar association and other professional groups in an 
endeavor to formulate and secure the enactment of legislation to facili- 
tate the establishment of private retirement plans for self-employed 
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persons and those employed persons who are not covered under exist- 
ing private pension plans supplementing social-security benefits. 

I ought to say that I am appearing here today in behalf of the New 
York State Bar Association, the Association of the Bar of the City 
of New York, and also in behalf of the steering committee represent- 
ing all of the various groups supporting this legislation for the pur- 
pose of explaining the bill. 

As far as the two bar associations are concerned, I am representing 
them advocating its enactment. 

For several years I was chairman of the committee on personal 
income taxation of the New York State Bar Association, which pio- 
neered in this field, and I am still a member of that committee. I 
am also a member of the special committee on tax problems of the 
professions, set up by the Association of the Bar of the City of New 
York, of which Mr. Roswell Magill is chairman. 

These two committees, working with Mr. Roberts’ committee of 
the American Bar Association, developed the plan embraced in the 
original Keogh-Reed bill, H. R. 4871, and H. R. 4373 of the 82d Con- 
gress on which hearings were held by this committee in May 1952. 
That measure was superseded in the 83d Congress by the Jenkins- 
Keogh bill, H. R. 10 and H. R. 11, which was based on the original 
Keogh-Reed bill, but contained various changes as the result of the 
suggestions made in the course of the 1952 hearing and in conference 
with the staff of the Joint: Committee on Internal Revenue Taxation. 

Hearings were held on that measure in August 1953, in connection 
with the revenue revision hearings. The present Jenkins-Keogh bill, 
H. R. 9 and H. R. 10, is identical with the last-mentioned measure. 
The Ray bill, H. R. 2092, is in essence a watered-down version of H. R. 
9 and 10. 

Mr. Roberts, in his statement, will cover the general purposes of the 
Jenkins-Keogh bill. As the draftsman of the measure, I shall under- 
take to analyze the specific provisions thereof. In so doing I am 
speaking not only for the New York State Bar Association and the 
association of the Bar of the City of New York, but also, in a general 
way, and in a voluntary capacity, for the steering committee repre- 
senting the other professional groups who are today appearing here 
in behalf of the measure. 

Before entering into a discusston of the details of the bill, I think 
it would be helpful not only to the new members of the committee 
but to the older members as well to refer briefly to the present legisla- 
tion dealing with pensions and retirement benefits so that we can see 
just how the Jenkins-Keogh bill fits into the picture. 

You gentlemen are familiar, I am sure, with the general plan of 
the Social Security Act, which provides for a governmental system 
of what may be called basic pension benefits. First, there are the 
so-called grants in aid to the States to help them pay old-age pensions 
to elderly persons who are in need. Then there is the so-called old age 
and survivors insurance program covering most employed persons 
under which employer and employee are required, through Federal 
payroll taxes on each, jointly to pay the cost of retirement benefits for 
such employed persons and their survivors. 

The employer’s share of the cost of this program is, of course, passed 
on to his customers as a part of the cost of doing business. This system 
Was set up to take care of the long-range problem of old-age retirement 
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by-having a self-supporting system which would relieve the Federal 
and State Governments of the burden of caring for the aged. 

As you know, the maximum benefits under this program for an 
individual are $108.50 per month, and for a husband and wife who 
are both over 65 years of age the maximum is $162.50. 

I need not remind you that with these maximums, and expecially 
with most persons receiving far less than. the maximum, this Federa! 
program of compulsory retirement benefits can be regarded as pro- 
viding no more than a bare minimum for existence for those covered 
by if. ‘This program was extended in 1951 to cover most sif-employed 
persons, and others were added last year, but some professional per- 
sons are excluded from coverage. The question of whether they should 
or should not. be brought within this phase of the social-security pro- 
gram is not now before the committee, and, in any event, is a separate 
question having no necessary relation to the Jenkins-Keogh bill. The 
bill before you amends the Internal Revenue Code, not the Social 
Security Act. 

In addition to their coverage under the Federal old-age and sur- 
vivors insurance program some 8 to 15 million employed persons re- 
ceive supplemental pension benefits under approximately twenty-odd 
thousand voluntary, tax-favored pension plans set up by employers 
for their employees, either as'a matter of enlightened self-interest or 
as a result of bargaining with labor unions. These private pension 
plans, it should be understood, constitute a second layer of pensions 
which are built on top of the Federal old-age and survivors insurance 
program. As a matter of fact, as the Treasury pointed out, many of 
these private plans antedate by some years the entire Federal social 
security setup. 

Congress from the very beginning has encouraged these private 
pension plans by giving ‘aan favored tax treatment, particularly in- 
sofar as the employee-beneficiaries are concerned. The pertinent pro- 
visions are found in sections 401 to 404 of the Internal Revenue Code 
of 1954, which take the place of sections 23 (p) and 165 of the 1939 
code. The employee is not taxed currently on what his employer pays 
into the fund in his behalf, even though it is in the nature of additional 
compensation for his services. He is taxed only when he gets the 
money at retirement, as and-when it is received: In other words, Con- 
gress has given him what amountsto a tax deferment on a portion of 
his earned income set aside for his retirement. This tax deferment is 
also extended to the accretions to the employer’s contribution result- 
ing from the investment of the funds by the trustee or the purchase of 
deferred annuity contracts from an insurance company. 

This preferential tax treatment for private pension plans has now 
become an established national policy. However, it is to be emphasized 
that it is restricted to so-called employee pension plans. In other 
words, to qualify for such preferred treatment the pension plan must 
be set up by an employer solely for the benefit of his employees, and it 
must meet certain statutory requirements, particularly nondiscrimina- 
tion in favor of the highest salaried employees. 

The 9,700,000 self-employed persons in the country, such as farmers, 
professional people, shopkeepers, et cetera, cannot come under these 
tax-favored pension plans since technically they are not employees. 
These large groups of our citizens are left out in the cold, so’to speak. 
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Only if they incorporate can they become employees of their own busi- 
ness, but, of course, most professions cannot legally be carried on in 
corporate form. In any case, it would not be practicable for indi- 
viduals or partners to set up employee pension plans under preserit 
section 401 unless they had a substantial number of employees. 

Mr. Curtis. Mr. Chairman, could I ask a question ¢ 

Mr. Foranp (presiding). Is the witness willing to yield at this 
point ¢ 

Mr. Curtis. I just want to ask about this: 

Your statement says “To qualify for such preferred treatment the 
pension plan must be set up by an employer solely for the benefit of 
his employees.” 

Mr. Rapp. That is right. 

Mr. Curtis. It was my understanding that was the law, too. And 
I thought Mr. Woods was in error. 

Mr. Rapp. Mr. Curtis, I think I can explain it very quickly. 

Partnerships can set up a pension plan, but the partners cannot 
become parties in it. 

Mr. Curtis. But they cam do it for their employees. 

Mr. Rapp. Yes. 

Mr. Curtis. And the proprietors can do it for their employees. 

Mr. Rape. Yes. But they cannot participate themselves as can 
officer stockholders in corporations. 

Mr. Curtis. I understand. 

Mr. Rarr. The other large groups who are deprived of these bene- 
fits are the 30 million of employed persons in all walks of life whose 
employers are either unwilling or unable to set up private pension 

lans. At present such persons must depend solely upon the meager 
enefits they may receive under social security to the extent that they 
are covered thereunder. 

If the self-employed and the employed persons not covered by pri- 

vate pension plans wish to provide their own supplemental retirement 
benefits they must do so without any tax deduction or preferential tax 
treatment for the money set aside for that purpose. The fact is, of 
course, that by the time these persons get through paying the present 
unprecedented tax load and the present inflated prices for the necessi- 
ties of life, they have little, if anything left to put aside for their old 
age. 
“Tf, on the other hand, they had the same right of tax deferment on 
a portion of their income as millions of employed persons have under 
section 401 of the Internal Revenue Code, they would be in a much 
better position to do so. In fairness and equity they are entitled to this 
equality of treatment. And I am glad to note that the Treasury De- 
parment concedes that present inequity. I am sure that the present 
discrimination against them is not the result of any deliberate congres- 
sional purpose but of mere oversight of their situation. 

The problem we are bringing before you today, gentlemen, is bigger 
than the problem about what to do with reference to those not covered 
by social security. It is bigger because it affects more people. You 
have largely covered the gainfully employed under social security, but 
when it comes to private pensions you have only made it possible thus 
far for some 8 million out of the sixty-odd million gainfully employed 
in this country to have a supplemental tax-deferred retirement fund 
for their old age. We are not asking that you take away any of the 
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benefits you have already conferred, but only that you allow those not 
now covered by private supplemental pension plans to have somewhat 
comparable benefits. 

In seeking the enactment of the legislation we are here discussing, 
we want to make clear that we are not asking for any new discrimina- 
tions to be set up in favor of those for w hom we speak, but only to 
equalize the treatment of all our citizens as regards the matter of 
favored tax treatment for amounts set aside for retirement. 

It is in the national interest to have our citizens provide for their 
own retirement rather than to have to look to the Federal, State, or 
local governments for old age assistance. That is why the Federal 
old age and survivors insurance program was established, and it is 
also one of the reasons why the Congress for a long period of years 
has given tax-favored treatment to supplemental pension plans set up 
by employers for their employees. It is equally important that the 
rest of ou citizens be encouraged to make provision for their old age 
over and above any social security benefits to which they may be 
entitled, 

The purpose of the Jenkins-Keogh bill, as its title indicates, is to 
encourage the establishment of voluntary pension plans by individ- 
uals,,and in so doing to remove the present discriminatien against 
millions of our citizens in regard to supplemental retirement benefits. 
The bill would accomplish this purpose by the simple expedient of 
permitting such persons a postponement of income tax with respect 
to a limited portion of earned income, as distinguished from invest- 
ment income, paid into a so-called restricted retirement fund, or to 
an insurance company as premiums for a restricted retirement annuity 
contract. Both the term “restricted retirement fund” and the term 
“restricted retirement annuity contract” are defined in the bill. The 
limited amount so excluded plus each participant’s share of the inter- 
est on his fund would be taxed in later years when drawn down as 
retirement benefits. This, in brief, is the essenee-of the plan which 
I will presently describe in more detail. 

Let me say at the outset that we are not bringing this bill before 
you as the one and only answer to the problem of equalizing the tax 
treatment of income set aside for retirement, although we believe if 
will accomplish that purpose. We have worked very hard in drafting 
the bill and are fairly well satisfied with the measure as it now stands. 
A lot of things are merely details. The Secretary of the Treasury 
mentigned a lot of refinements which we would be glad to go along 
with, and I am sure we would have no trouble getting together on a 
bill. 

Now for the analysis: 

Section 1 of the bill is simply the short title of the measure and 
needs no explanation. 

Section 2 is the heart of the bill, and, in general, provides for the 
exclusion from gross income of a portion of “the earned income of an 
individual set aside for retirement purposes in the manner specified. 
This section would amend part III of subchapter B of chapter 1 of 
the Internal Revenue Code, which relates to exclusion from gross 
income, by designating present section 121, 122, and adding a new 
section 121, laying down certain rules covering the amount to be 
excluded from gross income during the taxable year. 
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Under subsection (a) of proposed section 121, it is provided that 
in the case of a “qualified individual”, as defined, there shall be ex- 
cluded from gross income in the taxable year a portion of income for 
such year which within such year is either paid into a restricted retire- 
ment fund or is paid to a life-insurance company as premiums under a 
restricted retirement annuity contract, as these terms are defined. The 
limitations on the exclusion are set forth in subsection (b), to which 
I shall presently refer. : + xeh 

Subsection (a) goes on'to define the term “qualified individual” to 
mean any individual exeept one who is an employed person and who 
at any time during the taxable year is a member of, or is eligible to 
become a member of, or upon meeting specified age and service require- 
ments will be eligible to become a member of, or who is receiving or 
has received payments under (1) a pension or profit-sharing plan of 
his employer which meets the requirements of section 401, or (2) a 
pension plan set up for its officers or emplayees, or both, by the United 
States or any agency or territory thereof, the District of Columbia, 
any State or political subdivision or instrumentality of either, or any 
tax-exempt organization described in section 501 (c) or (d) or section 
521 of the code. 

By this definition the benefits of the Jenkins-Keogh bill would be 
restricted to persons not now covered by private or governmental 
employee pension plans. 

I might say in this connection that in the original Keogh-Reed bill, 
even those covered under such private or governmental employee plans 
could participate to the extent that the annual contributions made by 
their employers in their behalf were less than the amounts which 
could be excluded from gross income under the bill. However, we 
were advised that such a provision would ba administratively imprac- 
tical because of the difficulty in ascertaining in any individual case 
the exact amount contributed by the employer in behalf of the em- 
ployee. Hence our only alternative was to completely exclude such 
persons from coverage. It has also been suggested that such persons 
be given half the benefits provided under the bill, but this would also 
involve administrative difficulties and in many cases would be unduly 
liberal. One solution might be simply to confine the proposed legisla- 
tion solely to self-employed persons—as the Secretary indicated— 
since, after all, they“are the only ones who are disqualified under 
present section 401. This, of course, would greatly reduce the tem- 
porary revenue loss. 

In excluding from the benefits under the bill those now covered under 
private or governmental employee pension plans we have thought it 
necessary to make an exception so as not to exclude persons who may 
earn only a small portion of their income as an “employed person” 
and whose major income is from self-employment. A typical example 
would be a physician who might be a part-time house physician for 
some corporation, but whose major income came from private practice. 

We have endeavored to take care of this situation by providing 
that an employed person who is also a self-employed person shall be 
entitled to coverage under the bill if during the taxable year more than 
75 percent of his earned net income is derived from a trade or business 
carried on by him or from a partnership of which he is a member: ' 

The last sentence of subsection (a) of proposed section 121 provides 
that amounts paid by a qualified individual to a restricted retirement 
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fund or to an insurance company as premiums under a restricted re- 
tirement annuity contract within 60 days after the close of the taxable 
year may, at the election of the taxpayer, be treated as having been 
paid on the last day of the tax year. This provision is necessary be- 
‘ause it may be impossible for an individual to ascertain by the last 
day of the taxable year the exact amount of his income and thus de- 
termine the amount of his allowable contribution under proposed 
section 121. 

Subsection (b) of proposed section 121 sets forth the annual and 
lifetime limitations on the excludable amounts. Under the general 
rule the annual exclusion cannot exceed 10 percent of the taxpayer’s 
earned net income, or $7,500, whichever is the lesser. The effect of 
the latter limitation is to exclude from consideration earned income in 
excess of $75,000 per annum. 

In operation, this limitation would mean that if an individual had 
an earned income from personal services of, say, $5,000 per year, he 
could deduct for income-tax purposes up to $500 per year for amounts 
set aside for his retirement in the manner specified. The $10,000 man 
could deduct up to $1,000, and so on. In effect, the individual is per- 
mitted to defer until retirement the payment of income tax on such 
portion of his earned income. Thus the result is mere postponement 
of the tax, not tax exemption, the same as under the present legisla- 
tion relating to employee pension plans. 

In order to put a reasonable ceiling on the amounts which can be get 
aside by an individual for retirement purposes it is provided that the 
aggregate exclusions for all taxable years during the taxpayer’s life- 
time shall not exceed $150,000. Dr. Dickinson, in his testimony, will 
describe the effect of these limitations. I may say generally that they 
will not permit retirement incomes of much more than $1,000 per 
month as a ceiling, but, of course, the great bulk of the retirement 
benefits would be far below that amount. 

While $150,000 may sound like a large retirement fund, it does 
not go very far in buying retirement benefits which extend over a 
period of years. However, I shall leave this part of the discussion for 
Dr. Dickinson. In passing I would simply like to add that, under 
present legislation relating to employee pension plans, there is no 
statutory ceiling on the amount of retirement benefits under employee 
pension plans—some pay $50,000 or more a year to top officers—but 
some plans have self-imposed limits. 

Subsection (c) of proposed section 121 lays down a special rule 
governing the amount of the permissible annual exclusion in the case 
of persons who before January 1, 1955, have reached their 55th birth- 
day and who, therefore, would not be able to accumulate a very sub- 
stantial fund for retirement purposes under the general rule. Under 
this special rule the permissible annual exclusion would be increased 
by the lesser of 1 percent, or $750, for each year of age in excess of 
55, determined as of January 1, 1955, but not more than 20. In op- 
eration this would mean that a person who is 56 years of age on 
January 1, 1955, could exclude 11 percent instead of 10 percent, and 
his top limit would be increased by $750. In the case of a person 
who had reached his 65th birthday on January 1, 1955, the per- 
missible exclusion would be 20 percent instead of 10 percent, with 
the top limit increased by $7,500. The operation of the special rule 
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which I have just described would still be subject to the lifetime limit 
of $150,000 on the aggregate annual exclusions. 

These percentages and figures could entirely be done away with if, 
as might be done, the bill simply provided that the others got the 
same deduction as is now given under private pension plans. 

Subsection (d) of proposed section 121 provides for a 5-year carry- 
over of unused exclusions. 

The purpose of this provision is to take care of the situation where 
a qualified individual would have a permissible deduction of, say, 
$500 in 1955, but for one reason or another would be unable to set 
anything aside for his retirement during that year. Under subsec- 
tion (d) he would be permitted to add to his permissible exclusion 
during any of the 5 following years the amount of the unused exclu- 
sion for 1955. Thus, if he had a $6,000 income in 1956, he could 
exclude $1,100 instead of $600. In no case, however, could the total 
exclusion for any year exceed $7,500. 

I should like to suggest the addition of an optional carryover pro- 
vision as follows: 

(d) Carryover: Any amount paid under subsection (a) during any taxable 
year in excess of the amount excludable from gross income in such year under 
the foregoing limitations shall be excludable in the succeeding taxable years 
in order of time to the extent of the difference between the amount actually paid 
and excluded in each such succeeding year and the maximum amount ex- 
cludable for such year under such foregoing limitation. 

This suggestion is based on a similar carryover provision in section 
404 (a) (1) (D) of the code relating to employers, and is intended 
to take care of payments in excess of the allowable exclusion, not un- 
used exclusions. It is aimed at the situation where a person might 
be flush in 1 year and wish to pay into the fund an amount in excess 
of what he could exclude, with the idea of taking the excess amount 
as an exclusion in a later year when he either might not be making 
any payment into the fund or was making a payment of less than the 
amount excludable for that year. 

It seems to me that both types of carryover provisions have merit 
and should be included in the bill. One does not meet the problem 
which the other is intended to cover. 

These carryover provisions are particularly necessary in the case 
of persons with highly fluctuating incomes. 

Subsection (e) of proposed section 121 is merely a cross-reference 
to the definition of “restricted retirement fund,” as found in proposed 
section 405. 

Subsection (f) of proposed section 121 defines a “restricted retire- 
ment annuity contract.” The conditions laid down therein are con- 
sistent with the restrictions set up in defining a “restricted retirement 
fund” in proposed section 405. The restricted retirement annuity 
contract must be in such form as may be approved by regulations, 
and under the terms of the contract income payments may not com- 
mence earlier than age 65 except in case of permanent and total dis- 
ability, and shall not be assignable except for the purpose of desig- 
nating one or more beneficiaries to receive any benefits thereunder. 
The last sentence of proposed subsection (f) defines the term “total” 
and “permanent” disability. 

In its present form the definition set forth in proposed subsection 
(f) has been objected to by life-insurance companies on the ground 
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that it would preclude the use of life-insurance endowment policies 
as a vehicle for building up a retirement fund. 

It is pointed out that under present section 401, relating to em- 
ployee pension plans, the use of life-insurance policies is permissible 
as a funding medium, but only to the extent of the portion of the cost 
of the policy which is attributable to savings as distinguished from 
the cost of life-insurance protection. The insurance companies, I 
believe, will propose that the bill be amended to cover premiums paid 
on life-insurance policies exclusive of the portion of the premium 
paid for the cost of life-insurance protection per se. 

We, of course, would have no objection to amending the bill in this 
respect to the extent it can be done without destroying its underlying 
purpose. As we understand, most State laws require that life-insur- 
ance policies have a cash surrender value. We have provided under 
the bill that the benefits cannot be obtained prior to age 65 except in 
case of permanent and total disability or death. 

If the bill is broadened to cover life-insurance premiums to the 
extent of the equity purchased, without in some way getting around 
the State law provision requiring life-insuranec policies to have a 
cash surrender value, it will no longer be strictly a retirement bill, 
but will be more akin to the so-called Silverson plan, which would 
permit a limited deduction for amounts used to purchase a special 
type of Government bond which could be cashed at any time and the 
tax then paid on the proceeds. 

I may say that we have discussed this matter from time to time with 
insurance company representatives in an endeavor to see if some work- 
able provision could be found which would take care of the problem, 
but up to this time no specific plan has been worked out although I 
believe the life-insurance companies have a tentative draft of proposed 
amendments to accomplish the desired purpose. 

The possibility has been suggested that the life-insurance policy 
could be placed in the hands of a trustee under some sort of trust inden- 
ture oe would preclude the realization of the benefits until age 65. 
If some arrangement like this can be worked out there would seem to 
be no cama objection to covering life-insurance premiums under 
the bill to the extent of the equity purchased. 

Objection also has been made to the bill in some quarters on the 
ground that it does not permit the withdrawal of retirement funds 
prior to age 65 except in case of death or permanent and total dis- 
ability, whereas many hardship situations may arise where a par- 
ticipant might desperately need the funds he had set aside for his 
retirement. In fact, this restriction in the bill will probably cause 
many persons, particularly younger persons who are not old enough 
to be deeply concerned with their retirement problems, to hesitate 
to tie up their funds under the plan. The difficulty in finding a solu- 
tion to this problem lies in how to determine the circumstances under 
which a person should be entitled to take down his funds because of 
hardship and in who is going to make the determination. 

The only practicable way to handle this situation, as I see it, would 
be to amend the bill so as to permit a person to withdraw the funds 
at any time, but in such case to require him to pay tax thereon equal 
to the tax saving which resulted to him from the deduction of his 
annual contributions. 
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To discourage the indiscriminate withdrawal of funds, provision 
might be made for an ad valorem penalty, which might be either in 
addition to or in lieu of interest on the tax-deferred funds. In this 
way the Treasury would be protected in getting the full amount of the 
tax and the participant would not be in a position to use the bill merely 
to shift his income from one year to another for tax-saving purposes. 
If this sort of provision were included in the bill it might take care 
of the problem in respect of the use, as a funding method, of life- 
insurance policies having endowment features. 

Personally I would like to see the bill amended to embrace life-in- 
surance features as a funding medium. 

Proposed subsection (g) defines “earned income” and related terms. 
Generally speaking “earned income” means income from wages, 
salaries, professional fees, and other amounts received as compensa- 
tion for personal services. 

This subsection is based on provisions found in prior revenue acts 
under which there was a special earned income deduction or credit. 
A similar definition is found in section 911 (b) of the present Internal 
Revenue Code relating to earned income from sources without the 
United States. 

It has been suggested in some quarters that the allowable exclusion 
should be keyed to “adjusted net income” instead of “earned income” 
because of the difficulty of determining earned income. in situations 
where the taxpayer is engaged in a tr ade or business in which both 
personal services and apital are material income-producing factors. 

I may say that the reason we have geared the exclusion to earned 
income is because that is the basis upon which contributions are made 
under the present legislation covering employee pension plans, namely, 
the wage or salary of the employee which, of course, is earned income. 
If the exclusion were based on adjusted net income it would, of course, 
allow the exclusion to take into consideration investment income as 
well as income from personal services, which we feel is out of keeping 
with the purposes of the bill. Of course, if the committee should wish 
to allow an exclusion based upon investment as well as earned income 
we would not interpose any objection, but we do not feel we should 
make any such suggestion aflirmatively. 

With respect to the problem of defining earned income where the 
individual is engaged in a trade or business in which both capital and 
personal services are material income-producing factors, the bill 
leaves this to be worked out by regulations. In this connection I 
should add that under section 911 of the code relating to earned income 
from sources without the United States, there is an arbitrary ceiling 
of 30 percent on the amount of the net profits of a trade or business 
which shall be considered as earned income. 

In drafting the present bill we have omitted any statutory ceiling, 
feeling that the arbitr ary limitation found in prior legislation would 
not work equitably. 

Subsection (h) of proposed section 121 provides that the benefits of 
the bill shall not be applicable to an individual unless he files with 
the Secretary of the Treasury or his delegate, in such manner and 
such form and within such time as may be prescribed by regulations, 
a consent to be taxed in the manner provided in the bill on the por- 
tion of his gross income which is currently excluded from taxation. 
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It may be that Mr. Stam and the Treasury will feel that this provision 
is unnecessary and could be eliminated, but we have included it in the 
bill just to make sure that the Government will at a later date be 
able to tax the income which is currently excluded from gross income. 

Section 3 of the bill would add a new subsection (n) to section (2 
of the code, which would require annuities received under a restricted 
retirement annuity contract to be included in income as and when 
received. The provision also specified that any such annuity contract 
shall be deemed to have a zero basis for tax purposes. This is con- 
sistent with the fact that the income used to purchase it plus the earn- 
ings thereon will not previously have been subjected to income tax. 

Section 4 of the bill would add a new section, section 405, to the 
Internal Revenue Code, relating to “restricted retirement funds.” 
Subsection (a) of proposed section 405 exempts from tax a so-called 
restricted retirement fund. This is consistent with the exemption 
under section 501 of the code in the case of employee pension trusts 
specified in section 401. This exemption has the effect of postponing 
tax on any accretions to the fund until distributed to the beneficiary as 
retirement benefits. 

Subsection (b) of proposed section 405 defines a restricted retire- 
ment fund to mean a trust forming part of a bona fide retirement 
plan for the exclusive benefit of its participating members, for the 
purpose of distributing to such members or their beneficiaries the 
corpus, profits and earnings of the trust accumulated by the trust in 
accordance with the plan if under the plan and the trust instrument 
the following conditions are met : 

1. The interest of a participating member is nonassignable 
except as to his right (@) to designate one or more beneficiaries 
to receive any interest in the trust to which he may be entitled 
at his death, and (4) to designate his spouse, or any dependent 
or dependents, as a joint, survivor, or joint and survivor annui- 
tant under any annuity contract through which his interest in 
the trust may be distributed ; 

2. The trustee is a bank as defined in section 581 of the code 
and under the trust indenture it is authorized and directed (a) to 
invest and reinvest the assets of the trust in any investment per- 
mitted by the trust indenture, to the extent allowed by local law, 
or (6) to apply the amount paid into the fund by each participat- 
ing member to the purchase of one or more restricted retirement 
annuity contracts on the life of such member, to which the 
trustee shall hold legal title and exercise all options until the 
maturity thereof; and 

3. Except in case of his total and permanent disability, as 
defined in proposed section 121 (f), the distribution of the 
interest of any participating member may not be made to him 
during his lifetime at a date earlier than age 65, and then only 
under one or more of the following optional methods of distri- 
bution to be elected by him: (a) in a lump sum; (4) in annual. 
quarterly, or monthly installments of a designated amount. or 
(c) by the purchase by the trustee of a restricted retirement 
annuity contract, with or without a guaranteed minimum return 
and with or without provision for a 


joint, survivor, or joint and 
survivor annuitant. 
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The investment provisions of the present bill are, I believe, unnec- 
essarily restrictive. I should like to see the bill amended not only to 
include life insurance endowment policies as a funding medium but 
also special government bonds, custodian accounts as provided for in 
the Ray bill, and registered investment companies, to name a few 
possibilities. 

In his brief, Mr. Cohen of the National Association of Investment 
Companies, is going to make the latter suggestion also. 

Subsection (c) of proposed section 405 deals with the tax treatment 
of distributions from a restricted retirement fund and in general re- 
quires that the recipient include such distributions in his gross in- 
come as and when received. 

As in the case of lump-sum distributions under section 403 employee 
pension plans, provision has been made for capital gains treatment of 
the distribution where it is paid in a lump sum, but we have added a 
qualification that to receive such treatment it must have been accumu- 
luted over a period of more than 5 years. Without a ceiling rate on 
lamp-sum distributions the greater part of a person’s retirement 
savings might be consumed in taxes. 

Another method of dealing with the problem is set forth in the Ray 
bill, which, in essence, puts a tax ceiling on lump-sum payments equal 
to five times the tax, or one-fifth of the amount. This keeps the pay- 
ment under lower tax brackets and would be equally acceptable. 

Section 5 of the bill is inserted to make sure that distributions to a 
surviving beneficiary of a restricted retirement fund, or a restricted 
retirement annuity contract will be taxable to the recipient and not to 
the decedent. Also, it is intended to make clear that the beneficiary 
will receive credit against the income-tax payable on the distributions 
for any estate tax imposed on the decedent’s interest in the retirement 
fund, subject to the provisions of section 691 of the code. 

Section 6 merely relates to the effective date of the bill, which. as 
drawn, would be January 1, 1955. I would assume, in any case, that 
this would have to be changed. 

This, gentlemen, concludes my explanation of the bill, and I shall 
now be glad to make myself available for any further questions. 

Mr. Foranp. We thank you for the information you have given the 
committee. 

Are there any questions ? 

Mr. Rapp. Mr. Chairman, may I add one thing before I close? 

Mr. Foranp. You may. 

Mr. Rapp. In his testimony relating to the cost of this bill, the 
Secretary or his assistant gave various estimates. I should just like to 
point out with reference to the Secretary’s statement, to the extent 
that this bill costs anything it will have to come off from what is dis- 
tributed to taxpayers generally; the fact is, Mr. Chairman and gentle- 
men of the committee, that if you do nothing more than what is already 
on the statute books it is possible for employers to avail themselves of 
section 401 and set up new pension plans which will cost much more 
than this bill would cost. So that that difficulty is inherent in existing 
law. 

I just wanted to make that clear before I concluded. 

Mr. Foranp. Are there any questions? 

Mr. Kroon. Mr. Chairman, I would like to ask Mr. Rapp one or two 
questions, if I may. 
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Mr. Foranp. Mr. Keogh. 

Mr. Kroeu. This, of course, is a matter of public record, but do you 
know how long the provisions of the law have been in effect affording 
cr according to corporate employers the right to set up profit-sharing 
trusts ¢ 

Mr. Rapp. I have forgotten just how long, Mr. Keogh, but they 
were in effect some years before 1942 when Congress got around to 
laying down more restrictions on their use to keep them from being 
used in favor of the high-salaried employees. 

It has been in effect for many, many years. 

Mr. Keoeu. It would not surprise you if I were to tell you that 
the first provision for a trust created by an employer as part of a stock 
ownership or profit-sharing plan appeared in the Revenue Act of 
November 23, 1921 ¢ 

Mr. Rapp. It would not shock me, no. I know it went way back. 

Mr. Krocu. Apparently there was some question at that time as 
to the tax effect of the contributions made. But in the Revenue Act, 
of 1924 that provision was repeated, and in the act of 1926 it was 
reworded to provide that the amount contributed by the employer and 
all earnings of the fund would have to be taxed to the distributee in 
the year in which distributed. 

So I would say that we might reasonably say that the provisions 
for the corporate plans go back as far as 1926. 

Now is it not a fact, therefore, that since that time those people 
who either by law or by choice are unable to operate under the cor- 
porate form of business have been discriminated against and that the 
pending bill is not a discrimination in their favor but, rather, to re- 
move a discrimination against them ? 

Mr. Rapp. That is right. 

Mr. Krocu. Now you are here representing the New York State 
Bar Association and the Association of the Bar of the City of New 
York. 

Mr. Rapp. Correct. 

Mr. Kroon. Are you authorized today to express to the committee 
the official position of those associations with respect to mandatory in- 
clusion of the profession in social security ? 

Mr. Rapp. I am not, Mr. Keogh. The New York State Bar has 
taken action in that field. 

Mr. Kroeu. On compulsory inclusion ? 

Mr. Rarr. Yes. 

Personally I would welcome it. I only regret that the American 
Bar Association has not seen fit to take a poll of its members to deter- 
mine whether or not they would favor coverage. 

Mr. Kroen. But if these so-called self-employed not now covered 
by social security were embraced within it there would still be the 
inequity that exists? 

Mr. Rapp. Oh, yes. 

Mr. Krocu. The inequity that exists between the corporate em- 
ployees and officials and those who are self-employed ? 

Mr. Rare. Absolutely. Because, after al] that is only a basic layer 
pension, and these private plans are a second layer built on top of 
social security. 

Mr. Keoeu. And the inclusion of these groups within social secu- 
rity is not the answer to it? 
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Mr. Rapp. I have personally never been able to see the connection. 

This bill amends not the Social Security Act but the Internal Rev- 
enue Code. As I say, I have personally no objection to being covered, 
and I am not now covered, for my family’s sake if not for my own. 
But I do not think that 

Mr. Koen. So that, as a matter of fact, with respect to social secu- 
rity where any large group is not included within social security, they 
are assuming their proportionate share of the service on the bonded 
debt held by the social-security trust fund. 

Mr. Rapp. That is right. And they are also helping to pay every- 
body else’s social security by the prices they pay for goods and services, 
which include the cost of the employers’ contributions for their em- 

loyees. 
7 Mr. Keoocu. That is my point. And they are being discriminated 
against by being unable, under existing law, to do for themselves by 
way of the plans contemplated in the pending bills what the corporate 
employers have been able to do for the last almost 30 years. 

Mr. Rapp. That is true. And I am utterly amazed, Mr. Keogh, that 
Congress has seen fit to do so much for the corporate stockholder- 
officer-owner and nothing whatever for the self-employed person. 
They have done so much for them, allowing people to get as much as 
$50,000 or more additional deferred compensation in any 1 year 
put aside for them without tax, which, if they had received it in the 
form of additional compensation, it would all have been taxed away 
from them. The only way they can build up anything for their old 
age is to have it put aside tax free. And the reason we are here today 
is because, with present rates being what they are, if you make another 
dollar you may pay 50, 60, 70, or 80 percent of it to Uncle Sam and you 
cannot put it aside for your retirement. 

Mr. Krocu. The Secretary expressed the opinion that the pending 
bills would seem to benefit primarily those in the middle and high in- 
come brackets. Could you agree with that statement? 

Mr. Rarer. Mr. Keogh, the technical effect of any deduction, be it 
a personal exemption of $600 or a deduction for interest paid, deduc- 
tion for taxes paid, deduction for contributions to the Red Cross—the 
effect of any of those deductions, because of our graduated rate struc- 
ture, is to give more benefit to the person in the higher bracket than 
in the lower bracket, just simply because he is in that higher bracket. 
And when you give a deduction it comes off the top. That is just in- 
herent in our system. You cannot do anything about it unless you 
adopt a flat rate of income tax, which I am sure nobody is going to 
propose. 

Mr. Kroeu. I do not mean to ask you a question to take you by sur- 
prise, and if you do not know the answer I will withdraw it. But do 
you have any knowledge of the range of income of lawyers? I mean 
the range of the bulk of them. 

Mr. Rapp. Those figures have been published, Mr. Keogh. I regret 
to say I do not have them in mind. But I think they are much more 
modest than anybody would suppose. In fact, I know they are. 

Mr. Kroeu. Somewhere in the neighborhood, would you say, of 
$6,000? 

Mr. Rapp. My guess would be around that figure on the average. 

Of course, that is the average, and an awful lot of them are a lot 
less. 
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Mr. Kroen. Thank you very much, Mr. Chairman. I have no fur- 
ther questions. 

Mr. Foranp. Mr. King? 

Mr. Kine. No questions. 

Mr. Foranp. Thank you very much for your testimony. 

Mr. Rapp. Thank you, Mr. Chairman. 

Mr. Foranp. The committee will stand adjourned until 2 o’clock. 

(Whereupon, at 12:20 p. m., the committee was recessed, to be re- 
convened at 2 p. m., this same day.) 


AFTERNOON SESSION 


(The committee was reconvened at 2 p.m.) 

The CuHatrmMan. The committee will be in order. 

Is Hon. Hugh Scott present ? 

Come forward, please, Mr. Scott. 

The committee will be in order. We are happy to have our col- 
league in the House, Hon. Hugh Scott of Pennsylvania, here to testify. 

Will you please follow the usual custom and give your name, ad- 
dress, and the capacity in which you appear, for the record ? 


STATEMENT OF HON. HUGH SCOTT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Scorr. My name is Hugh Scott, Member of Congress from the 
Sixth District of Pennsylvania, and I am appearing as a Member of 
Congress and as a member of the committee on lawyers retirement 
benefits of the Philadelphia Bar Association, a committee which is 
headed by Mr. Spofford, who will later appear and present a state- 
ment. 

The CuHatrmMan. You are recognized. The committee is very glad 
to hear you. You may proceed. 

Mr. Scorr. Thank you, Mr. Chairman. 

I have no formal statement. I will be brief, because I am speaking 
as a member of this committee which unanimously has agreed on a 
statement of its views, and those views will be presented more fully 
by Mr. Spofford. 

The tremendous proportion of young graduates preoccupied these 
days with security is significant, according to current reports of com- 
mencement and future plans of these young people. This preoccupa- 
tion with security tends to prevent their striking out for themselves 
individually or in small firms, or, in the case of young businessmen 
and women, in small business organizations. 

As the legal profession, as one example, is affected by this tendency, 
it seems to me that one of the contributing factors is the fact that cer- 
tain groups of professional men and certain other pension list persons 
are denied the opportunity which would be given to them by H. R. 10 
and H. R. 11, as they were then denominated in the 83d C ongress, as 
the Keogh-Reed and Keogh-Jenkins bills, and the Philadelphia Bar 
Association has endorsed in principle the system of retirement bene- 
fits embodied in these bills, because it is felt that the income tax ex- 
emption allowed for contributions to employee pension plans is not 
available to most lawyers, who do not have the benefit of employee 
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status, and that this bill would meet the need for legislation, which is 
entirely unaffected by any proposed expansion of the social-security 
system to include lawyers; because, as a matter of fact, under the pres- 
ent provisions of the Internal Revenue Code, the deductibility of em- 
ployee contributions is in no way prejudiced by the social-security 
benefits. 
The people who are supporting this bill, Mr. Chairman, are asking 
for an opportunity to help themselves by the establishment of a fund 
to take care of themselves in their old age and to enjoy a privilege 
which is available to the great mass of the American people. . 
Such a proposal should obviously be safeguarded against benefit- 
ting upper income bracket taxpayers, and it should be safeguarded 
by making certain that the so-called retirement benefits are actually 
that and nothing more, and by assuring the Government and the tax- 
payers that such a provision of law will not be abused. 
I want to thank the chairman for his indulgence and the committee 
for giving me an opportunity to be present at this time. 
The CuatrmMan. Does that complete your statement, Mr. Scott? 
Mr. Scorr. That completes my statement. 
The Cuatrman. We appreciate your appearance and the informa- 
tion given the committee. 
Are there any questions ? 
Mr. Keogh of New York will inquire. 
Mr. Krocu. I gather that you are in support of the principles em- 
bodied in the pending bills. 
Mr. Scorr. Yes, sir. 
Mr. Krocu. And urge their enactment. 
Mr. Scorr. I urge their enactment and hope that they will be favor- 
ably reported within this session of the Congress and favorably acted 
upon. 
The CuarrmMan. Are there any further questions? If not, we thank 
you, Mr. Scott. 
I observe the presence of our colleague, Mr. Wainwright of New 
York. 
Please follow the usual custom, by giving your name and address 
and the capacity in which you appear. 


STATEMENT OF HON. STUYVESANT WAINWRIGHT 2D, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Watnwreicutr. My name is Stuyvesant Wainwright. I repre- 
sent the First District of the State of New York. 

Thank you, Mr, Chairman, for allowing me these few moments to 
say that I wholeheartedly endorse H. R. 9 and H. R. 10, the Keogh 
and Jenkins bills, and I also wholeheartedly endorse the statement 
that will be presented to you by my very good friend, Mr. George 
Roberts. I think the program as outlined in H. R. 9 and 10 is some- 
thing that should have been enacted a long time ago. I am sorry that 
it was not enacted by the last Congress. I think that this Congress 
would be serving a very, very noble function if it passed the legisla- 
tion. 

I will not take the time of this committee to say any more, and I 
want to thank you for allowing me to make this statement. 
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The CuHarrman. We thank you for your appearance and the infor- 
mation given the Committee. 

Next is Mr. George Roberts. Is Mr. Roberts here? 

Come forward, sir. Please give your name, address, and the cap- 
acity in which you appear, for the record. 


STATEMENT OF GEORGE ROBERTS, ESQ., CHAIRMAN, SPECIAL 
COMMITTEE ON RETIREMENT BENEFITS, AMERICAN BAR 
ASSOCIATION 


Mr. Roperts. Mr. Chairman, my name is George Roberts. I am 
2 lawyer and now the senior member of the firm of W inthrop, Stim- 
a Putnam & Roberts of New York City. 

I appear here as chairman of a special committee of the American 
Bar Association on Retirement Benefits. 

The other members of that committee are Mr. Nicholson of Chicago, 
Messrs. Tarleau and Vernon of New York, Mr. Walter Chandler of 
Tennessee, and Mr. Kurt Pantzer of Indiana. 

The CHarrman. You may be seated and proceed with your state- 
ment. 

Mr. Roserts. We have been working on this problem of retirement 
benefits for the self-employed in the American Bar Association ever 
since 1947. We have devoted a great amount of time and energy to 
this. 

One fact that I might as a personal privilege tell you about is that 
we are not doing this for any fee. We are not doing this for any 
financial benefit which will come to any member of the committee. 
From our standpoint, it has been a labor of love. And I assure you, 
it is not love for any Park Avenue doctors or corporation lawyers. 
It is a love of the professions. It is the feeling that this bill is for 
the benefit of the young and the middle-aged profession: al men of all 
professions, doctors, law yers, architects, engineers, accountants, and 
in fact, for the benefit of all the self- employed. 

These individualists, who are self-employed, to me represent the 
salt of America, and the members of my committee want to do every- 
thing that we can to help them. 

May I also state that there is no partisan politics in this whatsoever. 
From the outset, we have had bipartisan support. 

I particularly want to express the appreciation not only of my com- 
mittee but of the other organizations who have been working on this 
matter to Mr. Keogh, who has been our friend in time of trouble and 
is an ever-present tower of strength to us. 

It was Mr. Keogh who was largely responsible for getting into the 
Democratic platform before the last national election a statement 
— ing in general terms the principle back of the Jenkins-Keogh 
bill. 

On the Republican side, we have had the helpful support of Mr. 
Dan Reed, who I am sorry is not with us today, and Mr. Jenkins. 
be e also have had the very powerful support of the statement made 
by President Eisenhower in his campaign. 

We have never been able to get the support of a Secretary of the 
Treasury, whether he was a Democrat or 2 Republican. These watch- 
dogs of the Treasury—and I suppose you have to expect that that is 
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their duty, to be watchdogs of the Treasury—have put us aside with 
fair words. The Democratic Secretary of the Treasury made a report 
in which he admitted the gross discrimination against self-employed 
as compared with the employees and officers of corporations. But, 
he said, let us remove this discrimination by taking away from cor- 
porations and the employees of corporations the tax advantages which 
they now receive. 

Well, gentlemen, although he apparently said that with a straight 
face, and seemed to mean it, what an unrealistic suggestion that was. 

Pension plans, corporate pension plans, are so a part of the Amer- 
ican economic life that I cannot see anyone trying to weaken them. 
I know of no corporation executive and I know of no labor union leader 
who would dream of making any effort to weaken the program of 
corporate pension plans. I think that method of removing this unjust 
discrimination is hardly worthy of serious attention. 

Now, this morning, we have heard at long last—I say “at long last” 
because the Treasury was asked to make a report nearly 2 years ago, 
and we heard from the Secretary this morning with a report and a 
position. If I understood it correctly, it was that he admits the dis- 
crimination, but says, “Don’t do anything now.” 

Well, that is not much help. This is the fourth time that I have 
been to Washington to testify on this matter. As I said, we have been 
working on it since 1947. The country is now prosperous. This is a 
favorable time from the standpoint of the Treasury to pass a bill like 
this. We have been very careful to fix this bill with such modest 
amounts that we do not think it would be at all a serious problem for 
the Treasury. 

I appeal from this narrow position of the Secretary of the Treasury 
to the statement of President Eisenhower. He summed up the whole 
case for these bills, and I do not think I can repeat it too often. May 
I read it? 

This was dated October 29. 


In 1942, the Government made an important supplement to the Social Security 
Act by legislation which offered tax advantages to corporations and their em- 
ployees in the establishment of pension funds (sec. 165, Internal Revenue Code). 


That is now section 401 (a). 


I am thoroughly in accord with the principle of this legislation. Over 16,000 
pension plans have been filed under this law, providing more adequate security 
for the employees of corporations covered thereby. 


If I recall the testimony this morning correctly, there are now 26,000 


plans, instead of the 16,000 that the President mentioned in this 
statement. 


When this legislation was being considered, self-employed individuals were 
evidently forgotten. Yet they get old and sick just as other people do. There 
are over 10 million workers who cannot take advantage of these tax free lease 
provisions now offered to corporations and their employees. They include own- 
ers of small businesses, doctors, lawyers, architects, accountants, farmers, artists, 
singers, writers, independent people of every kind and description, but who are 
not regularly employed by a corporation. I think something ought to be done 
to help these people help themselves, by allowing a reasonable tax reduction for 
money put aside by them for their own savings. This would encourage and 
assist them to provide their own funds for their old age and retirement. 

If I am elected, I will favor legislation along these lines. 


(Signed) Dwient D. ErsenHOWER. 
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Mr. Chairman, I do not think that was just campaign oratory. 
Mr. Chairman, any tax system that is not founded upon equality of 
treatment to people in comparable positions is in a dangerous way. 

Of course, everyone will always think their own taxes are too high. 

But if your taxes are different and are greater than those of your oppo- 
site number, then resentment steps in. By “opposite number” I mean 
one per who is a self-employed lawyer or architect. His opposite 
number is a man in his same income-tax bracket who is deal by a 
corporation. 

Now, unless they get substantial equality in treatment, resentment 
comes up. And if you have enough resentment among taxpayers, you 
run the great danger of getting ‘into a position where people do not 
pay taxes honestly and willingly and you run into a situation such 
as you do in some foreign countries. 

We have never had that situation here. But the foundation of it is 
equality, equality of taxation. 

Now, I do not wish to take your time by repeating over and over 
again sacemanea which appear in the record of the previous hearing 
on these bills, and which other witnesses will elaborate on. I think 
the record has already established four main points. 

First, there is discrimination, and this discrimination is large. I 
think the questions brought out this morning show that if you should 
repeal section 401 (a), the old 165, and related sections, and should 
tax the income of corporations and individuals which is not now tax- 
able because of these sections, the Treasury will take in about a billion 
anda half more in taxes than they now do. 

As Mr. Rapp pointed out, these corporate plans are increasing all 
the time. Every year, more income becomes nontaxable because these 
corporate plans are getting more and more popular. 

And do not misunderstand me. I think they ought to get more and 
more popular. I think they are a fine thing. I think they are for the 
best interest of the country. 

Before I go to the second point, I might say that the estimated loss 
of revenue should these bills pass, I think Mr. Williams said, would 
be $275 million. I think Dr. Dickinson, who will follow me, the econo- 
mist of the American Medical Association, can show to you that that 
estimate is too large. Compared with the loss of revenue from these 
corporate pension plans, it is small. 

The second point is that without some help, real savings for the 
self-employed, old age, and retirement is impossible. That comes be- 
cause of the very high taxes and the progressive nature of the taxes. 

I do not think I need labor the point. I think you all know it as a 
practical matter. 

The third point: This is no rich man’s bill. What do you think the 
average lawyer earns in this country? Well, the median net income 
is something between $8.000 and $9.000, Now, how does that compare 
with the average skilled labor union mechanic, or skilled laborer? 
It isa little more, but not very much. 

Doctors may make a few dollars more, and dentists, and other pro- 
fessions a few dollars less, but lawyers are not a rich class. And as 
to the self-emploved generally, I understand the average earnings of 
the self-employed, or the median earnings of the self-employed. are 
just about the same per individual as the employed. 
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Of course, if you pass this bill, a fraction of 1 percent would get 
the maximum benefits from it. It has been figured out that as a 
practical matter the most the richest man could hope to get out of 
this bill if it becomes law, in the way of an annual return, as a pen- 
sion or equivalent of a pension, is $12, 000. Does that strike you as 
something unusually high? Does that strike you for playing for the 
rg 

I ask you to look at what the retirement income of the officers of 
corporations is. I ask you to look at the retirement income of the 
officers and executives of labor unions. 

And mind you, ony a very few people could ever hope to attain 
any such thing as $12,000, The average would be a quarter of that. 

One way to. try to beat this just and worthy bill is to call it names. 
And you are calling it a name without justification when you say it 
isa rich man’s bill and would be only taken advantage of by the upper- 
bracket people. 

In my experience, the desire to save is sometimes greater in low- 
income brackets and middle-income brackets than it is with high- 
income brackets. 

The fourth point is that there has been a drift away from the pro- 
fessions into corporate employment, solely, or primarily, because of 
the pension advantages in corporate employment. Now, I think that 
is bad. I think we ought to encourage these professional men. I think 
it is for the best interests of this country. 

We talk a lot and there are all sorts of speeches made in Congress 
about helping rugged individuals, rugged independent individuals, 
about rugged individualism. Gentlemen, how many employees or 
even officers of corporations can be described as rugged individuals ? 

I will tell you where the rugged individuals are. They are the 
country lawyers. They are the country doctors. They are the people 
who run their own business and rely on their own business and want 
to save their own money. 

I think this bill is very important from the social standpoint and 
that of the well-being of the country. 

I would be glad to answer any questions. 

The Cuatrman. Does that complete your statement, Mr. Roberts? 

Mr. Roperts. Yes, sir. 

The Cuatrman. We thank you for your appearance and the in- 
formation given the committee. 

Any questions? 

Mr. Kroeu. Mr. Chairman, if I may, I should like first to com- 
pliment Mr. Roberts publicly on the great public service he has been 
rendering over the years in connection with this legislation. I realize 
that it is truly a public service. 

And I want to commend you, Mr. Roberts, for the high plane on 
which you have always maintained yourself in connection with it. 

My compliments, too, go to Leslie Rapp, who preceded you this 
morning. 

You heard the testimony of the Secretary this morning, when he in- 
dicated that now it not the time ? 

Mr. Roserts. Yes, sir. 

Mr. Kroon. Do you agree with that? 
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Mr. Roserts. I do not agree with it at all. I think it is a very 
dangerous thing if you leave this unjust discrimination standing on 
the books. 

I think when you have an unjust discrimination like that, the time 
to remove it is the first opportunity. 

Mr. Krocu. In other words, you look upon this legislation as an 
effort not to discriminate in favor, but rather to remove a discrimina- 
tion against these classes. 

Mr. Roserts. I certainly do, Mr. Keogh. 

Mr. Kroon. Thank you very much. 

The CHarrman. Isthat all? Any other questions ‘ 

We thank you for your appearance and the information given the 
committee. 

Next is Dr. Edwin S. Hamilton. 

Will you come forward, please! Will you give your name, your 
address, and the capacity in which you appear, for the record ¢ 


STATEMENTS OF EDWIN S. HAMILTON, M. D., KANKAKEE, ILL., 
MEMBER, BOARD OF TRUSTEES, AMERICAN MEDICAL ASSOCIA- 
TION; AND FRANK G. DICKINSON, PH. D., EVANSTON, ILL., DIREC- 
TOR, BUREAU OF MEDICAL ECONOMIC RESEARCH, AMERICAN 
MEDICAL ASSOCIATION 


Dr. Haminron. Mr. Chairman and members of the committee, I am 
Dr. Edwin S. Hamilton, of Kankakee, I1l., where I am engaged in the 
active private practice of medicine. Lam a member of the board of 
trustees of the American Medical Association. 

I appear here today as a representative of that association to sup- 
port H. R. 9 and H. R. 10, 84th Congress, measures designed to provide 
tax deferment on retirement funds for self-employed persons and 
others not covered by pension plans. With me is Frank G. Dickinson, 
Ph. D., director of the bureau of medical economic research of the asso- 
ciation. At the conclusion of my statement I should like Dr. Dickin- 
son to discuss the technical aspects of these proposals. 

At the outset I would like to state that the American Medical Asso- 
ciation has, for a number of years, endorsed the principle of legislation 
of this type. We have collaborated closely with representatives of 
the American Bar Association, the original sponsors of this measure, 
and other national organizations of self-employed taxpayers who 
would be afforded some measure of tax equity by the enactment of 
these bills. 

Karly in 1948 our board of trustees was apprised of a movement 
then under way to promote enactment of Federal legislation under 
which self-employed persons, including physicians, could provide their 
own retirement benefits through the deduction of amounts annually 
from their taxable income to finance retirement plans. The board ap- 
proved this movement, stipulating that there would be a reasonable 
limitation on retirement benefits for which such a provision could be 
made. This action was commended by our house of delegates, the 
governing body of the association, at its meeting in June 1948. 

In June 1951 at the annual session of the American Medical Asso- 
ciation three resolutions reemphasizing our endorsement of this prin- 
ciple were adopted by the house of delegates. 
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On May 13, 1952, representatives of the association appeared before 
this committee in general support of H. R. 4371 and H. R. 4373, 82d 
Congress. At that time, we suggested various amendments to those 
bills. H. R. 9 and H. R. 10 now before your committee include all of 
the basic amendments recommended by the association in 1952. 

In June 1952, and again in December 1952, our house of delegates 
reiterated the endorsement of these proposals and recommended that 
each member of the association give them his careful study and active 
support. 

On August 12, 1953 representatives of the association again ap- 
peared before this committee in support of H. R. 10 and H. R. 11, 
83d Congress. 

It is the belief of the American Medical Association that physicians, 
dentists, veterinarians, lawyers, architects, merchants, and the many 

others who comprise the Nation’s self-employed have long been neg- 
lected in Federal tax legislation relating to pensions. Under the 
existing law, corporations are entitled to set aside tax-free money to 
purchase pensions and annuities for their employees, and millions 
of employees are benefiting from that arrangement. Yet the self- 
employed are denied this tax advantage in providing for their old 
age. The purpose of these bills is to eliminate this discrimination 
and inequity. By extending the tax deferment privilege to the coun- 
try’s 11 million self-employed, and also to the millions of employees 
who are not covered by pension plans, this legislation will give them 
an increased incentive during their best earning years to save for their 
old age. 

Unless something is done to make self-employment as financially 
attractive as the employee relationship, we believe there is a grave 
danger that many professional men will bypass the private practice 
of their profession. The trend today is definitely toward becoming 
an employed person. This situation also contributes to a maldistribu- 
tion of physicians since it makes the large city more attractive to the 
young professional man by providing more opportunities for him to 
become employed. 

On the basis of my own observations over many years of practice 
in medicine, I am convinced that this is one of the factors contributing 
to the pronounced migration of professional people into urban areas. 
So, quite apart from the objective of obtaining tax equality with our 
employed counterparts, we urge you to approve legislation of this type, 
because it is in the public interest. 

This legislation will be of particular benefit to physicians and other 
professional men who go through a long and costly period of training, 
and whose earnings are bunched into a comparatively short period of 
years when they are subject to high income-tax rates. 

The need for such relief was demonstrated recently in the Kintner 
ease, in which the status of physicians in group practice, and their pen- 
sion situation under section 165 (a) of the old Internal Revenue Code, 
was in question. Although, pointing up the need for the inclusion of 
physicians, among others, under this section, the case will not be of 
significant assistance, since less than 5 percent of our private prac- 
titioners are involved. 

Under the program proposed in the pending bills, the amount of 
each person’s pension would be determined by his own contributions, 
without 1 cent being added by the Government. In addition, the 
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program would not force an individual into idle retirement in order 
to draw upon his pension fund. Most important, it presents an oppor- 
tunity for all who can provide for their own retirement to do so with- 
out undue discrimination against those who work for themselves. 

Mr. Chairman, these comments indicate very briefly the general 
viewpoint of the American Medical Association toward this legisla- 
tion. Because it removes a discriminatory factor which now discour- 
ages the private practice of medicine and other professions, it is in the 
public interest. Because it relieves an existing inequality, it should 
commend itself to you. Our association is glad to join the American 
Bar Association and the other great national organizations of the sel f- 
employed in urging that your committee act favorably on these bills. 

Mr. Chairman, may I thank you, and may I introduce to you Dr. 
Dickinson, our economist. 

The Cuamman. Does that complete your statement / 

Dr. Haminton. That completes my statement; yes, sir. 

The CuHarrmMan. We thank you for your appearance and the infor- 
mation given the committee. 

All right, Doctor. You may proceed. Give your name, address, and 
the c: apacity in which you appear, for the benefit of the record. 

Dr. Dickinson. My name is Frank G. Dickinson, Ph. D.—not 
M. D.— of Evanston, Il. 

I will try to summarize my statement as best I can. 

First, the Secretary this morning made a statement, or inferred a 
statement, that I should like to challenge. There is no way on God’s 
green earth that you can eliminate this discrimination through a gen- 
eral lowering of income taxes. The discrimination of which we speak 
will remain and will continue. 

The implicatign that this is a rich man’s bill rests on a strange 
assumption, for ® implies that the 11 million— I get 11 and not 10— 
self-employed people are rich and the 50 million employed people are 
poor. As a matter of fact, the incomes of the self-employed people 
in the United States, when you take into account the income of unin- 
corporated enterprises due to the ownership of capital, equipment and 
land, is practically the same as the employed. So that is the second 
illusion that has been created. 

Another illusion is that fringe benefits are of no consequence. In 
1954, the chamber of commerce issued a report showing that fringe 
benefits for 1,030 companies they traced through 6 years was 8 percent 
of payroll in 1953 as compared with 5.6 percent of payroll in 1947 for 
pension and insurance purposes alone. Now, I submit that that is not 
a small or trifling sum. It enters into the costs of production, which 
of course the consumers, whether they are covered by pension plans, 
must pay. 

I think perhaps the most disturbing illusion touched upon by the 
Secretary this morning is the thought. that this bill will create some 
discriminations against the employ ed. Well, according to the United 
States Department of Commerce, in 1953 $4,927 million was paid by 
employers of this country for pension and other employee he nefit 
funds. Of this $4.9 billion, $3.1 billion was paid entirely for what we 
will call pension and profit-sharing plans. 

That is also a very considerable amount. And before somebody 
starts looking under the bed for discriminations that this bill might 
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create against the employee, let him find some way to first eliminate 
the discrimination that already exists, to the tune of $4,900 million. 

There is also the claim that was made this morning that there is a 
discrimination because under employer-employee pension plans there 
is not a vesting of the employer’s contribution in the employee. That 
is a correct statement. But that is not a criticism of this bill, because 
this bill does not vest in the industrial pension sense of the term until 
age 65. But furthermore, I would call your attention very carefully 
to one fact to which the Secretary did not allude, and that is this: That 
in 1953, American employers paid $1.4 billion out for all manner of 
insurance benefits, free insurance benefits, largely life-insurance bene- 
fits, to employees. 

It is correct that under the terms of this bill there would be an estate 
created for a self-employed person who cared to save. There would 
be an estate created that does not have an exact counterpart among 
most pension plans. But I submit to you that a free ilodablereiice 
policy of $5,000 to $10,000 a year that the employer is paying for is 
going to turn out to be a larger estate given to an employee by ‘his em- 
ployer than self-employed people are going to get out of this. 

So this matter of vesting fails to note that employers also buy free 
life insurance for their employ ees. 

The very notion that this revenue lost would be $3.4 billion, al- 
though it was carefully explained by the Assistant Secretary that he 
was referring to a theoretical maximum if everybody saved 10 percent 
of his income, the 11 million self-employed and the 30 million pension 
employed saving 10 percent of their income, which they don’t, and 
then putting all their eggs in one basket, which they never would— 
we would have $3.4 billion. But of course, that figure I am sure is of 
no concern to you. 

But later on in his testimony he said that as to if. self-employed 
alone the. revenue loss would be $275 million annually. I submit, Mr. 
Chairman, that figure is 3 times the correct figure and for this reason : 

Picture for yourself if you were 35 or 40 years of age and you were 
self-employed and not covered by a pension plan. Would you and 
your wife be willing to put aside your money into a plan that you 
could not touch until you were 65 years of age ? 

First, there must be savings. There must be the will to save, the 
desire to save, the willingness not to spend. And then secondly there 
must be the willingness to set it aside in this particular form of 
savings. 

I have waited over 2 years for this report, as Mr. Dan Reed has 
waited over 2 years for this report, from the Secretary of the Treas- 
ury. I am glad we finally have it before us. And I do not have ade- 
quate time or material, but I can demonstrate to this committee that 
the correct figure is about one-third of $275 million. You are talking 
about a potential revenue loss so far as the self-employed are con- 
cerned of $100 million a year in round figures. 

I am not making any comment about the probable revenue loss 
from the actions of pensionless employed people. I am not offering 
it, because I do not know how to do it. But for the self-employed 
alone, a $100 million revenue loss. 

Now, on the basis of the figures submitted this morning, carried 
down to date, and I have had some correspondence with the’ Treasury 
on this matter, we were told that about $21, billion was set aside in 1952. 
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We know that in 1954 that is over $3 billion. I have given you the 
‘figure for 1953 of $3.1 billion. As for 1955, I suppose it is approach- 
ing $5 billion. At a 52-percent tax rate, you see what kind of a figure 
you are getting on revenue loss under the present pension plan. And 
[ am not arguing for the abandonment of the program adopted in 
this country in that century which brought us the privilege of dying 
old instead of dying young. I am not supporting and indeed I could 
not support an abandonment of this program. But I am submitting 
to you that the revenue loss, corporate income-tax loss, is between 
$114 billion and $2 billion. 

Now, let us turn to the personal-income taxes that are not paid, 
on the basis of this more than $8 billion paid annually. That is at 
least a half-billion-dollar loss. 

The current losses in revenue to the Treasury are 10, 15, and prob- 
ably 20 times the amount of the revenue loss that would spring from 
these bills. 

Lastly, I would just like to dwell briefly, Mr. Chairman, upon only 
one point that was made by Mr. Roberts, the question of this being a 
rich man’s bill. 

What people in your neighborhood save money? Look around you. 
Are they the rich people? They are the people who have a propens- 
ity to save. They are the people who fear a penniless old age and 
who want to make provision for it. I submit to you that the pro- 
pensity to save money is not a characteristic of any income class, any 
section of the country, any size of city, or any occupation. It is char- 
acteristic of an individual or a family. 

Now, coming to the end of my testimony, I would like to say, 
Mr. Chairman, that when we say that we did not come here to ask 
any advantage for the people whom we represent, I mean it. And 
if there is time, I should like, for myself—because the matter has not 
been submitted to the American Medical Association; there has been 
insufficient time to do it—an amendment which would eliminate the 
10 percent and the $7,500. I have copies of that amendment here. 

I have my testimony in proper form for submission to the commit- 
tee. If you care to have it, I am submitting it only for study. This 
amendment would give the Secretary of the Treasury, and not you, 
the job of deciding how much could be excluded. 

The Cuarrman. How much material is included in what you have? 
Is it the material you have there ? 

Dr. Dickinson. Yes, sir. 

The CuatrmMan. That is too much to include in the record. So just 
hand it to the clerk of the committee. 

Dr. Dickrnson. All right. The essence of this proposal is simply 
that the committee would direct the Secretary of the Treasury to 
make a study of all the pension plans that are in existence, and then 
Within a 2-year period report. back, and during that 2-year period 
the Keogh bill would be in effect, and then you would have another 
series of dollar amounts and percentages that would be in effect from 
there on. 

The Cuairman. Does that complete your statement. Doctor? 

Dr. Dickinson. Yes, sir. 

The CHatrman. We thank you for your appearance and the 
information given the committee. 


65638—55———-6 











74 INDIVIDUAL RETIREMENT ACT OF 1955 


Are there any questions? 

Mr. King of California will inquire. 

Mr. Kina. I would like to address my question to Dr. Hamilton. 
It has been said, Doctor, that the American Medical Association and 
the American Bar Association and others, who support this proposal, 
are the ones principally who have opposed social security, the program 
of social security, and particularly their admission to coverage under 
social security, for the reason that this was the bill they want. Do 
you wish to comment on that ¢ 

Dr. Hamiuron. I can only tell you why I do things. I cannot tell 
you why the American Medical Association and all its members do 
things. 

Personally, I would say that I am opposed to it because along 
with most other doctors of my generation I am approaching the age 
where they ask people to retire. And I have had absolutely no inten- 
tion of retiring. I fully expect to go along and practice medicine 
as long as I am able to practice it and the people will put up with me. 
And I am only, I think, representative of the American medical pro- 
fession of my generation and my age. It is not in our makeup or 
desire, nor that of the patients, that we should retire as long as we 
are physically able to give them this service. And I wonder if you 
know that 85 percent, at least, of the doctors between the ages of 65 
and 71 are still in active practice. 

When I got to looking up a few little statistics myself for fear I 
would get asked this very question, I was surprised to find how many 
of them are still practicing at that age. And then I was surprised 
to find how many of them are in small towns. They make up about 
54 percent of them, that are in small towns. 

Now, you do not object to me talking so much, do you? 

Mr. Kine. Not at ail, Doctor. 

Dr. Hamitron. There is the place where we are having so much 
difficulty, in these small towns, because es Dr, Dickinson indicated, 
the younger doctors do not like to go to the small towns for various 
reasons. And under social security, if we had to retire at 65, I do not 
know what the small towns of America would do for doctors. I think 
we would really have a shortage of doctors instead of a shortage of 
distribution of doctors. And I think that has entered a great deal 
into the thinking of individual doctors, and probably collectively, that 
they are not in favor of social security for themselves. 

Mr. Kine. Do they not realize, Doctor, that they do not neces- 
sarily have to retier at that age if they do not care to? 

Dr. Haminron. Yes, they realize that very well, and have little or 
no intention to, But they do not get anything back then for the money 
that they have put in, unless they do retire. And in spite of the fact 
that docors are poor businessmen, they can see that. 

Mr. Kine. Do they not consider the survivors benefits as being some- 
thing perhaps warranting their consideration, inasmuch as neither you 
nor any of the rest of us know what the future holds for us ? 

Dr. Hamitton. I do not think they have worried as much about that 
as possibly we should have. We are all human, you know, and if we 
feel pretty good today we think we are going to live forever, and we 
hope that our family will live up to the same standard of living to 
which they have unfortunately become accustomed. And sometimes 
we are not figuring on that thing. 
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Mr. Kine. I am friendly to the profession, Doctor. I do not want 
you to believe or think from what I have put to you in the way of 
questions that I am critical. It is because I have been concerned other 
than selfishly that I wanted, if possible, to bend the doctors away from 
the reputation that they have gained, along with the American Bar 
Associaion. It has been said, not only recently but in the past, that 
the professions, yours and the lawyers’ principally, desire a more fav- 
orable plan, and that therefore several years ago they decided that 
they were going to oppose not only their coverage under social secur- 
ity, but, as most movements get out of order, ‘they have been very 
critical, even of the men who have voted for social security, its liberal- 
ization and improvement, as following a sort of socialistic line. 

To say the least, it has not been good public relations. But so far 
as you know, in your councils, it has never been openly stated that 
the plan for the professions would be to whack social security and in 
the end perhaps get this more favorable plan for themselves ‘ 

Dr. Hamittron. Oh, no. I am sure that has never been mentioned 
at all. 

Now, I did not come here prepared to discuss social security very 
much, but you have apparently been here quite a little while, and I 
have appeared before committees before, and, you know, we are 
scared to death of something besides that. We are scared to death of 
socthlinbd medicine. And it is pretty hard to differentiate those and 
separate those two things in the thinking of a doctor. And I do not 
believe that this bill is in any way connected with our stand on the 
other. That would be my best opinion in the matter. 

Mr. Kine. That is all. 

The CHatrmMan. Doctor, allow me to inquire briefly, for informa- 
tion. I am sure you will agree that the purpose of public hearings is 
that the members of the committee may have the benefit of informa- 
tion that can be given by the witnesses appearing. It is not my inten- 
tion that any questions that I should ask should indicate my views 
with respect to this legislation, but I do want to inquire briefly for 
information. 

You stated very clearly and definitely that vou and the vast majority 
of the physicians of the country have no intention of retiring from 
the practice of your profession. 

Dr. Hamiuron. Until we have to. 

The CHatrmMan. And you are not here, you and others advocating 
this legislation are not here, asking for retirement benefits. 

Dr. Hamintron. No. 

The Cuarr1an. All right. Then, if you are not asking for retire- 
ment benefits, you are here asking for an annuity program. 

Dr. Haminron. Yes. That is correct; which we are willing to pay 
for ourselves. 

The CHatrman. All right. You are here, then, not asking for a 
retirement program, but for an annuity program. 

Dr. Hamitron. That is right. 

The Cuatrman. Now then, you are also asking that you be given 
comparable treatment to the treatment that is now provided under 
private pension plans. That is correct, is it not? 

Dr. Hamimton. Yes, sir. 

The CHatrman. Well, now, is it not true that in general private 
pension plans provide for retirement ? 
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Dr. Hammon. Yes. As I understand it, they do; at a specified 
age. 

The CHatrman. They provide for retirement before payments are 
made. And you are not asking for that. You are asking for an 
annuity program, and that you may continue to practice your profes- 
sion. 

Dr. Haminron. Yes, sir. 

The Cuatrman. All right. 

Mr. Keogh of New York will inquire. 

Mr. Keocu. Mr. Chairman, I would like to inquire whether the com- 
mittee has agreed that Dr. Dickinson’s formally prepared statement 
should go into the record. 

The CuarrMan. Without objection, that is so ordered. 

(The material referred to follows :) 


STATEMENT OF THE AMERICAN MEpDICAL ASSOCIATION RE H. R. 9 AND H. R. 10 
(JENKINS-KEeoGgH BILLs), BY FRANK G. DICKINSON, PH. D. 


Mr. Chairman and members of the Committee on Ways and Means, my name 
is Frank G. Dickinson, Ph. D.—not M. D.—of Evanston, Ill. After teaching 
economics at the University of Illinois for 25 years I became the director of 
the bureau of medican economic research of the American Medical Association 
for whom I am speaking today. For the past 3 years I have served as the 
American Medical Association’s representative on the coordinating committee 
on pensions for the self-employed and the pensionless employed under the chair- 
manuship of Mr. George Roberts of the American Bar Association. 

I shall, as Dr. Hamilton of our board of trustees has already indicated, con- 
fine my remarks to the technical aspects of these identical bipartisan bills 
H. R. 9 and H. R. 10. I shall refer to them as the Jenkins-Keogh bills. 

I shall not dwell on the history of this proposed legislation. But during the 
past several years certain misconceptions have grown up about this proposed 
\oluntary pension system. I shall try to dispel these illusions. 

First, it has been implied both here and elsewhere that what we really need 
is lower income tax rates for every taxpayer—the self-employed as well as the 
employed. This is a most disturbing illusion. We are not here today to discuss 
the general level of income tax rates or the differences between the rates for 
various income groups. We are here to discuss an inequality which will not 
be removed by a general reduction of income tax rates. There are only two ways 
that this inequality can be eliminated : The provision for tax deferment in section 
401 can be repealed or legislation can be enacted which abolishes the require- 
ment of an employer-employee relationship for pension plans under section 401. 
I submit that these are the only two ways of removing this obvious inequality 
which has been admitted widely, even by persons opposed to the Jenkins-Keogh 
bills. 

Second, the illusion has been created that these are bills for rich men. This 
implies that the 11 million self-employed persons are rich and the 50 million 
employed persons are poor. In 1953, the average annual income of unincorpo- 
rated enterprisers was $4,107 (Source: National Income, 1954 ed., U. S. Depart- 
ment of Commerce). Several hundred dollars of this average income—the 
exact amount is not known—was derived from the ownership of land, buildings, 
and equipment. The average annual earnings per equivalent full-time employee, 
for the same year, was $3,590, or $517 less than the average income of self- 
employed enterprisers. For the 25-year period, 1929-53, average incomes of 
self-employed enterprisers exceeded the annual average wages and salaries of 
those employed by others by only $316. Furthermore, in 11 of these 25 years the 
average annual incomes of self-employed enterprisers were less than the av- 
erage wages and salaries of the employed. Only earned income is included in 
employee earnings, that is, only wages and/or salaries. Their income derived 
from ownership of land, other forms of wealth, and claims on wealth is excluded. 
This excluded income might average several hundred dollars. It seems likely 
that the average earned incomes of the employed and the self-employed are about 
equal. Needless to say, these data do not support the contention that the self- 
employed are richer or “better off” than the employed. 
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Third, it has been implied that fringe benefits for employed persons are too 
small to worry about, too small to complain about. In November 1954, the 
Chamber of Commerce of the United States reported that fringe benefits for 
130 identical companies amounted to 20.2 percent of payroll in 1953 as compared 
with only 15.2 percent in 1947. Admittedly, not all of these fringe benefits are 
applicable to the self-employed, and pension and profit-sharing benefits are defi- 
nitely applicable to the self-employed. For these two types of fringe benefits 
the 130 identical companies contributed 8 percent of payroll in 1953 as compared 
with only 5.6 percent in 1947. Probably two-thirds of these specific types of 
fringe benefits mature as retirement benefits. These are not insignificant per 
centages nor do they involve slight amounts of business expense to the employer. 
None of this business expense is currently taxable income to the employees. 
A further indication of the upward national trend in fringe benefits can be 
gleaned from even a hasty reading of newspaper accounts of the new contracts 
between the United Automobile Workers and the Ford Motor Co. and the General 
Motors Corp. This conclusion is inescapable: there is an upward trend in the 
United States in fringe benefits for employed persons. We live in an area of 
expanding fringe benefits. But the self-employed person is on the outside look 
ing in, paying his taxes and paying a higher price for consumer goods resulting, 
in part, from the addition of fringe benefits to labor costs of production. 

Fourth, one illusion that has been created about this bill is more disturbing 
than-the others. I refer to the claim that the passage of the Jenkins-Keogh bills 
would create inequalities against employed people. I want to examine this claim 
very carefully. According to the United States Department of Commerce 
(National Income, 1954 edition) $4,927 million was paid out by employers in 
the United States in 1953 as contributions to private pension and welfare plans. 
Of this $4.9 billion, $3.1 billion was contributed by employers to all manner of 
profit-sharing plans that normally mature as taxable pensions to the employee. 
And an additional $1.4 billion was in the form of contributions by the employer 
to pay premiums on free group insurance. The remaining $0.4 billion represented 
employer contributions to other health-and-welfare plans. So before this leg- 
islation could create unbalanced discriminations against employed persons, it 
would first be necessary to remove the existing discrimination against the self- 
employed—and, to some extent, against the pensionless employed. To be even 
more specific, the counterpart of $4.9 billion for 1954—and the figure for 1955 
will surely be close to $6 billion—must be found for the self-employed taxpayers 
who do not participate in this large amount of currently nontaxable income 
‘received by more than 21 million persons in forms other than money income. 
Those who look under the bed for new discriminations that might develop from 
this type of legislation should examine these data from the Department of Com- 
merce very carefully and should, moreover, appreciate the great and growing 
extent of present discrimination against the self-employed 

Let me try to clarify this illusion. At first thought, it would seem that the 
employed person covered by private pension systems would be discriminated 
against because this proposed legislation would provide the qualified taxpayer 
with a vested interest in the amounts he sets aside and: in the interest earned 
on those amounts. I grant that most employer-employee pension plans do not 
provide for complete vesting of the employer's contribution to the pension plan 
and even then only after many years of service to that employer. In particular, 
a self-employed person under these proposed bills could move from New England 
to California or change from one type of employment to another without losing 
complete control of his personal retirement fund. But the claim that this 
advantage for the self-employed under these bills has no counterpart in the ex- 
isting programs for the employed is in error Furthermore, there are no provi- 
sions in these bill which provide for the full and complete vesting in the industrial 
pension sense of the term “vesting” until after age 65. Some of the people who 
are creating this illusion will grant that there is no complete vesting until age 
65 but will hasten to contend that if the self-employed person died before age 65 
his accumulated pension fund would become a part of his estate. We must 
admit the aceuracy of the claim, but it is not a discrimination against the 
employed person whose pension is being provided by his employer. The reason 
is that $1.4 billion was paid out by employers in 1953 for free group insurance. 
If an employed person gets from his employer a free life insurance contract 
paying a death benefit of $5,000 or $10,000, that employee is going to leave a 
bigger estate than most of the self-employed taxpayers dying before the age 
of 65, who had responded to the deferment incentive to save for their old age 
under these bills. In addition, many employed persons have death benefits as 
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a feature of their retirement plans. The self-employed is obviously one person. 
He has no employer. He keeps the same employer as long as he remains a 
self-employed person. Gains, even forfeitures, to the pension plan resulting 
from individuals quitting and seeking employment elsewhere have no economic 
meaning for the self-employed. 

Fifth, there is an illusion that the revenue loss to the Government would 
exceed $100 million a year from the actions of the self-employed taxpayers 
alone. I have presented to this committee on two other occasions evidence that 
$100 million is a high estimate. I have not, however, presented any estimate 
of the revenue loss from amounts which pensionless employed persons would 
set aside for their old age under this proposed legislation. For reasons which 
I cannot understand, the Treasury Department has not provided your commit- 
tee with estimates of revenue loss. Perhaps I, as a citizen, should not com- 
plain about the failure of the Treasury Department to offer criticism of this esti- 
mate of $100 million as a maximum revenue loss from the actions of the self- 
employed under this proposed legislation. It should be painfully clear to every- 
one who gives any thought to the question that very few of the self-employed 
or the pensionless employed will ever put all of their eggs in one basket, in 
this case, all of their savings in a voluntary pension fund which these bills 
clearly state cannot be withdrawn until age 65 unless the qualified person dies 
or becomes disabled for long periods of time. The annual revenue loss on 
the more than $3 billion now being set aside by employers in approved plans is 
certainly 10 times as great. 

Sixth, there is the illusion that these bills will aid only persons of high income. 
It is closely related to the second illusion—the notion that all the 11 million 
self-employed people are rich and all the 50 million employed people are poor. 
1 have stated that there is little difference in their average incomes, but there 
is another point that needs to be made; namely, that the propensity to save is 
the major consideration. Are the rich people in your neighborhood the only 
ones who save money? Are the poor people in your neighborhood, employed or 
self-employed persons, the only ones who do not save money? This legislation 
would not compel anyone to save for his old age. It would encourage the self- 
employed and the pensionless employed to save for their old age. But the 
propensity to save is not confined to any one income ¢lass, to any one population 
group, to persons living in cities of a given size, or to one section of the country. 
The fact is, some people are more concerned than others about the prospect of 
a penniless old age. I grant that the majority of the younger self-employed— 
say those under 45 years of age—-are not as concerned with their retirement needs.’ 
And I also grant that most of these young earners, particularly those under 
age 35, are in the low earning period of their lives. As they grow older they 
will become more proficient in their jobs, they will earn more money, and as 
they get closer and closer to age 65 they will think more and more about pro- 
viding in advance for their old age. But the claim that this is a rich man’s 
bill, it seems to me, is nothing but an illusion. It must be stressed over and 
over again that these bills would not compel anyone to save for old age. To 
those who believe in a free society this is one of the crowning virtues of these 
bills. 

The seventh and last illusion refers to the amount of income that ean be set 
aside each year into a restricted retirement fund. The general rule is 10 per- 
cent of earned income, but not more than $7.500 a year, subject to a lifetime limi- 
tation of $150,000 on all the amounts set aside. There is the special rule (par. 
(c), p. 83) which permits more than these annual amounts to be set aside each 
year by those qualified taxpayers over age 55 when these bills become effective. 
In my previous appearances before this committee I pointed out in great detail 
that these provisions would provide for the accumulation of funds which could 
not finance a cash refund annuity in excess of $1.000 a month starting at the age 
70. Ialso pointed out that more than three-fourths of the pension plans anproved 
in recent years under section 165 (a) (now se’. 401 (2) of the Internal Revenue 
Code) would permit maximum pension in excess of $1,000 a month. 

In summary, I should like to review my seven points: First, the present aus- 
crimination against the self-employed would persist under any program of 
general lowering of personal income tax rates. Second, on the average, the 
self-employed are no richer (incomewise) than the employed. Third, fringe 
benefits for employed persons are large items in the cost of production and the 
trend in fringe benefits is upward. Fourth, the widespread gift of free life 
insurance by employers to employees covered by private pension plans (and to 
other employees) is the counterpart of the estate created by the accumulations 
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in the retirement fund of the self-employed who die before age 65 under the 
Jenkins-Keogh bills. Fifth, so far as the self-employed are concerned, the an- 
nual revenue loss to the Treasury under the Jenkins-Keogh bills will not exceed 
$100 million, as compared with the annual revenue loss on the more than $3 
billion set aside annually by employers in approved pension plans. Sixth, these 
bills will help finance the retirement needs of only those qualified taxpayers 
who are willing to save, whether they are rich or poor. Seventh, by industrial 
pension standards only pensions of moderate amount can be financed by qualified 
taxpayers under these bills. 

I submit that these are reasonable demands for equality but I have also in 
my previous testimony expressed regret that I was not appearing before you 
in support of a simple resolution—a resolution that would direct the Treasury 
Department to draft rules whereby the self-employed could establish individual 
retirement plans, giving them the same tax encouragement to save for old age is 
now provided more than 21 million officers and employees of corporations and 
employees of other establishments and organizations. No doubt the number 
of approved pension plans is now approaching 30,000 and the number of existing 
plans, 25,000. If my guess is about right—and the Treasury Department can 
correct me—there are now not more than 30 million pensionless employed 
persons. 

As a member of the coordinating committee, and as an individual, I have 
give a great deal of thought to an amendment to H. R. 9 and H. R. 10 which 
would accomplish what 1 sought by a simple resolution. 

At the outset I should like to make it very plain that this amendment has 
not been considered by the American Medical Association, and is submitted to 
the committee for the purpose of study. If it should be incorporated in a bill, 
or otherwise be presented in printed form as a proposal before this committee, 
it will be reviewed in that form by the appropriate bodies of the American 
Medical Association. 

Congressman Keogh, the lawyers representing the American Bar Association, 
and certain persons on the staff of the legislative counsel, have helped in draft- 
ing this amendment. Moreover, I have been assured by other lawyers that my 
proposal—which I call the 9th decile limits—is not an unconstitutional transfer 
from the Congress to the Treasury Department of the power to enact tax laws. 

With the understanding that this amendment has not been considered by 
the American Medical Association, I should like to present as a final part of my 
testimony on the illusions that have grown up about the Jenkins-Keogh bills, 
the basic ideas and the technical features of this proposed amendment, unless 
the committee already has received sufficient information from those witnesses 
who have preceded me. 





Mr. Krocu. And immediately following that, Dr. Dickinson’s ad- 
dendum touching on his substitute proposal ? 

The Cuarrman. I asked him how much that material was. It ap- 
peared to me to be a tremendous volume. I told him that could not be 
printed in the record, but could be submitted to the clerk. Now, if he 
has some specific amendments to propose to the pending bill, they 
should be put in the record. 

Mr. Kroeu. Then, in order that there be no question, Mr. Chair- 
man, I ask unanimous consent that Dr. Dickinson be permitted to sub- 
mit for inclusion in the record any brief statement that he might care 
to make in connection with his substitute proposal. 

The CHatrmMan. Well, now, the term “brief,” you know, is a rela- 
tive term. 

Mr. Krocu. That would be up to reasonable men to decide. 

The CuatrmMan. That would have to be submitted to the clerk. But 
what I have in mind is that if he has, as I understood him to indicate, 
some amendment to propose, of course, it would be not only appro- 
priate, but helpful and desirable for the amendment to be submitted 
for the record. 
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ADDITIONAL STATEMENT ON H. R. 9 AND H. R. 10 BY FRANK G. DICKINSON, PH. D., 
AMERICAN MEDICAL ASSOCIATION 


PROPOSED AMENDMENT—NINTH DECILE LIMITS 


Mr. Chairman, I have brought with me a number of copies of this proposed 
amendment and my comments on it. I would be glad, if you wish, to make these 
available to you at this time as the copies may make my explanation somewhat 
clearer. 

The purpose of this proposed amendment to H. R. 9 and H. R. 10 (Jenkins- 
Keogh) is to eliminate any reference to arbitrarily chosen dollar and percentage 
limits on the amounts that could be set aside annually by a qualified taxpayer 
in a restricted retirement annuity or restricted retirement fund. This would also 
eliminate the lifetime limit of $150,000 on the amounts set aside annually. In- 
deed, this would also eliminate the special rule (par. (¢), p. 3) permitting per- 
sons over 55 years of age, when this act goes into effect, to set aside amounts in 
addition to the annual limits. For all of these, the amendment would substitute 
36 specific dollar amounts and 36 percentages of earned income. 

The present provisions of the Jenkins-Keogh bills as to the annual amounts 
that can be set aside will be in effect until January 1, 1956. Thereafter the 
annual setaside will be determined by the table which the Secretary of the 
Treasury will be required to complete. 

The blank table, which is on page 2 of the redraft of June 1, 1955, has 36 
spaces for the Secretary to enter dollar amounts and 36 places for the Secretary 
to enter percents. This table, when completed by the Secretary and published 
in the Federal Register prior to January 1, 1956, will provide the dollar amount 
or the percentage of earned income, whichever is the lesser, which a qualified 
taxpayer can thereafter set aside annually in a restricted retirement annuity 
or a restricted retirement fund. The pair of limits, one the dollar amount and 
the other a percent, will be chosen by the qualified taxpayer according to his age 
and income during the taxable year. The table provides for 6 age groups, and 
under each age group there are rows for 6 income classes. 

How will the Secretary determine the 36 dollar amounts and the 36 percents? 
The Secretary would be carefully instructed by the terms of this amendment 

(see p. 3) to make a statistical study of the operations of all existing pension 
plans which have been approved under section 401 (a) (or under sec. 165 (a) 
of the Internal Revenue Code of 1939) during the 5 years preceding 1954. For 
example, let us consider employees in the age group, 40 and under 50, who nre 
covered by approved pension plans. He will classify the data for those em- 
ployees into six income groups as shown in the table. From these data for 
covered employees in each of the six income groups, he will prepare an array 
in descending order of the dollar amounts which employers, under the pro- 
visions of the approved pension plans, contributed annually on their behalf 
to pension plans. Likewise, the Secretary will prepare for each of the six in- 
come groups an array in descending order of the percents of compensation of 
these employees which employers have contributed annually on their behalf 
to approved pension plans. The Secretary will insert in the table the highest 
dollar amount in the array excluding the highest one-tenth of the amounts. 
To the statistician, this is the ninth decile—hence “9th decile limits.” Like- 
wise, the Secretary will select the highest percent in the array, excluding the 
highest one-tenth of the percents, and enter same in the table. Thus, the Secre- 
tary will enter 36 dollar amounts and 36 percents in the table provided. 

Let us assume—and I do not know in advance what the Secretary will find— 
that the dolar amount in column A for a person at least 40 but less than 50 
years of age and earning between $4,200 and $6,000, will be $600; and let us also 
assume that the corresponding percent in column B will be 7.3 percent. A quali- 
fied taxpayer—a self-employed or a pensionless employed taxpayer—in this 
age group and in this income class would then be permitted to set aside an- 
nually S600 or 7.8 percent of his earned income, whichever is the lesser. Pre- 
sumably the completed table published in the Federal Register would provide 
the specific information for the qualified taxpayer in filing his income-tax 
return. 

Why exclude the highest one-tenth of the dollar amounts and the highest 
one-tenth of the percents of compensation? Occasionally an employer, when 
trying to provide a proper pension for an older employee who had served the 





fie 


n- 


le 
x 


st 
en 


he 


INDIVIDUAL RETIREMENT ACT OF 1955 SI 


company for many years prior to the inauguration of the pension plan, must 
contribute to the pension fund an amount equal to 150 percent, 200 percent, or 
even more of the employee's compensation during the first year. Mr. Chairman, 
I would call to the attention of this committee the testimony of Mr. H. T. 
Swartz, Director of the Technical Rulings Division, Internal Revenue Service, 
on July 25, 1953, of the hearings before a subcommittee of the Committee on 
Ways and Means during the questioning by the subcommittee chairman, Hon. 
Carl T. Curtis (appearing on p. 70 of the published hearings). Mr. Swartz 
agreed that an employer’s contribution to a pension fund had been as high as 
200 percent of an employee’s compensation in a single year. Any person who 
has assisted employers in the establishment of pension plans fully realizes that 
such situations do arise in dealing with large numbers of employees. But the 
Jenkins-Keogh bills deal with individual retirement plans, and I submit that 
it would not be in the public interest to permit a qualified taxpayer under these 
bills to set aside anything like 200 percent of his earned income for the year. 
So the purpose of excluding. the highest one-tenth of the dollar amounts and 
the highest one-tenth of the percents is to eliminate extreme amounts and ex- 
treme percents from the table. I might add that this exclusion of the highest 
one-tenth of the dollar amounts and the highest one-tenth percents does not, in 
my judgmeft, fail to promote tax-deferment equality between executives and 
employees covered by pension plans and the qualified taxpayers under the 
Jenkins-Keogh bills. 

This will be a difficult assignment for the Secretary. The committee may 
feel that the time for completing the table and publishing it in the Federal 
Register should be extended from January 1, 1956, to January 1, 1957. The com- 
mittee may also reduce his task by restricting the study to the operations of 
approved pension plans during 1 recent year. Moreover, in this proposed amend- 
ment, I have not suggested a provision to require the Secretary to revise this table 
every 5 years, although such a provision might be desirable. In order to aid the 
Secretary in his task the amendment (par. (3) on p. 5 of the redraft of June 
1, 1956) specifically gives the Secretary the alternative of making a study of a 
representative sample of the pension plans in effect during the 5 years prior to 
1954, in order to relieve him of the statistical task of studying all of them. 
The Secretary is also given some leeway in completing this table by the pro- 
visions of paragraph (4) (on p. 5 of the redraft of June 1, 1955, a paragraph 
which would be inserted in the bills starting at the bottom of p. 7.) Suppose 
that the method of financing a pension plan makes it difficult if not virtually 
impossible to allocate to an employee, age 43, earning $5,000 a year—I shall 
call this employee John Doe—the precise number of dollars out of the total lump 
sum allocation of $1 million to the pension fund in a given year. Under these 
circumstances, the Secretary would be permitted to make a theoretical allocation 
to Joe Doe by computing, on the basis of an acceptable annuity table, an annual 
(level premium) cost during the year of the pension benefit to which John Doe 
would be entitled when he attains retirement age. The language of paragraph 
(4) is carefully designed to require the Secretary to compute this annual cost 
of the annuity on the assumption that John Doe does remain in company service 
until retirement age. This technical requirement is necessary because the pur- 
pose of the table with its 36 dollar amounts and 36 percents is to determine the 
annual amounts which self-employed taxpayers can set aside. I venture a guess 
that somewhat more than one-third of the pension plans which the Secretary 
would be required to study would be of the type wherein it would be difficult 
to allocate the annual contribution of the employer to John Doe, age 43, earning 
$5,000 a year. 

The basic reasoning behind this proposed amendment may be more important 
to the committee as a policy matter than the technical part of the undertaking 
which would be required of the Secretary. The fundamental idea behind this 
amendment is to promote the objectives of the Jenkins-Keogh bills, namely, to 
provide a voluntary retirement system for the self-employed who are excluded 
by the terms of section 401 (a), and for the pensionless employed, who are not 
so excluded but whose employers have not yet seen fit to establish pension plans. 
Many of the employees who are not now covered by the pension plans will un- 
doubtedly be covered as the number of pension plans increases. 

In other words, gentlemen, this amendment proposes to let the chips fall where 
they may. We did not come here to ask any special privileges for those whom we 
represent. We came here only in the interest of equality in the second half of 
that century which first created those problems attending the new privilege 
of dying old rather than dying young. We came here because we did not, and do 
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not believe that it should remain an economic sin to be self-employed. This 
amendment emphasizes the idea of equality and directs the Secretry to determine 
the exact amount of dollars and the precise percentages of earned income. Quite 
apart from the specific purposes of the statistical study to be made by the 
Secretary, Congress would have, for the first time since 1946, a comprehensive 
survey of approved private pension systems; this result itself would be thor- 
oughly worthwhile. 

In proposing this amendment, I should like for the Committee to understand 
that it is submitted for study. It has been discussed with Mr. Keogh, as well 
as with Mr. George Roberts and other representatives of the American Bar 
Association, the primary sponsor of these proposed bills. It is the policy of 
the American Medical Association not to give a formal opinion upon an amended 
bill until after the amended bill has been introduced in the House or Senate 
and printed. 

In closing, Mr. Chairman, permit me to say that this amendment is the result 
of a great deal of personal effort, starting in 1942 when I was teaching economics 
at the University of Illinois. At that time I protested to my two Senators and 
my Congressmen that the specification of an employer-employee relationship in 
Section 165 (a) was contrary to the public interest as it would discriminate 
against those who chose to work for themselves. I am glad if I lave been of 
service to the Committee in its earnest desire to find an equitable means of 
eliminating this discrimination. 


{Redraft June 1, 1955] 
AMENDMENT TO H. R. 10 


On page 3, strike out line 14 and all that follows down through line 15 on page 
5, and insert the following: 
“(b) Limrratrions.—Except as provided in subsection (d), the total amount 
excludable by any taxpayer under subsection (a) for any taxable year shall not 
exceed whichever of the following is the lesser : 
“(1) the amount appearing in the column A of the following table on 

the line and under the age group applicable to the taxpayer for such taxable 
year, or 
(2) the amount computed by multiplying the taxpayer’s earned net in- 

come for the taxable year by the percent appearing in the column B of the 
following table on the line and under the age group applicable to the tax- 
payer for such taxable year. 





“Tf the taxpayer’s earned 
net income for the tax- 
able year is— 


Then the amount and percent applicable to the taxpayer for the taxable year 
shall be, if his age at the close of Lis taxable year is— 


| | | j 
_ | At least 30 | At least 40 | At least 50 | At least 60 | 
| Less than /but less than but less than| but less than| but less than| At least 


30 years— 70 years 
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““(c) COMPLETION OF TABLE.— 
““(1) IN GeNERAL.—The Secretary or his delegate shall as soon as practicable 
(but in no case later than January 1, 1957) complete, and publish in the Federal 
Register, the table set forth in subsection (b). 
(2) METHOD OF COMPLETION.— 
“(A) The Secretary or his delegate shall first compile information with 
respect to all pension plans approved by the Secretary or his delegate pur- 
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suant to section 401 (a) (or pursuant to section 165 (a) of the Internal 
Revenue Code of 1939). In the case of each such plan, there shall be com- 
piled only information relating to each taxable year of the employer which 
began after December 31, 1948, and before January 2, 1954, during all of 
which year the plan, as so approved, was in effect. 

“(B) On the basis of the information compiled pursuant to subparagraph 
(A), the Secretary or his delegate shall determine with respect to each em- 
ployee covered by such a plan— 

“(i) the amount which equals the employer's annual contribution to 
such plan for such employee, and 

“(ii) the percent which the amount determined under clause (i) bears 
to the annual compensation paid to such employee by the employer. 

“(C) The amounts determined under subparagraph (B)(i) shall be ar- 
rayed in descending order under the appropriate age and income classifica- 
tion. The percents determined under subparagraph (B) (ii) shall be 
similarly arrayed. For purposes of this subparagraph, an employee shall 
be treated as falling within an age and income classification if he meets the 
age requirements of that classification and if the annual compensation paid 
to him by his employer falls within the same dollar range as is prescribed, 
in the table set forth in subsection (b), with respect to earned net income. 

“(D) The highest dollar amount remaining in the array for each age 
and income classification, after the highest one-tenth of the dollar amounts 
in such array have been excluded, shall be placed in the table set forth in 
subsection (b) on the applicable line under the applicable column A. The 
highest percent remaining in the array for each age and income Classifica- 
tion, after the highest one-tenth of the percents in such array have been 
excluded, shall be placed in such table on the applicable line under the 
applicable column B. 

“(3) AUTHORITY TO USE REPRESENTATIVE SAMPLE.—The Secretary or his dele- 
gate may, in his discretion, compute the appropriate dollar amount and percent 
for each age and income classification on the basis of a representative sample 
of the pension plans described in paragraph (2) for the taxable years set forth 
therein, in lieu of on the basis of all such plans. 

On page 7, after present paragraph (4), insert the following new paragraph 
(4): 

**(4) SUBSTITUTING ANNUAL COST FOR ANNUAL ALLOCATION,.—If it is difficult or 
virtually impossible to allocate the total annual contribution of any employer to 
a plan to each employee covered by the plan, then for purposes of paragraph (2) 
and (3) the Secretary or his delegate may, in his discretion, compute the 
annual employer contribution to such plan for each employee covered by such 
plan by substituting for such allocation the annual tabular cost of the annuity 
which each employee is scheduled to receive under the plan if he continues in his 
employer’s service until age of retirement. 

“(5) ROUNDING OF DOLLAR AMOUNTS AND PERCENTS.—The dollar amount for 
each age and income classification shall be rounded to the nearest whole dollar. 
The percent for each age and income classification shall be rounded to the 
nearst one-tenth of one percent. 

“(6) WHEN TABLE TAKES EFFECT.—If the table set forth in subsection (b) is 
published in the Federal Register before January 1, 1£56, it shall apply with 
respect to taxable years of the taxpayer beginning after December 31, 1955. If 
such table is not published before January 1, 1956, it shall apply with respect 
to all taxable years beginning «after December 31, 1956. 

“(d) Temporary LIMITATIONS.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), the total amount 
excludable under subsection (a) for any taxable year to which this subsection 
applies shall not exceed an amount equal to 10 per centum of the taxpayer's 
earned net income for the taxable year. In no case shall the earned net income 
be considered to be more than $75,000. 

“(2) TAXPAYERS AGE FIFTY-FIVE OR OVER.—-In the case of a qualified individual 
who, before January 1, 1955, attained the age of fifty-five, the limitation con- 
tained in paragraph (1) for any taxable year to which this subsection applies 
shall be increased by an amount equal to— 

“(A) 1 per centum of the taxpayer’s earned net income for the taxable 
year, or $750, whichever is the lesser, multiplied by 

“(B) the number of full years (but not in excess of twenty) by which 
his age on January 1, 1955, exceeded fifty-five. 
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This paragraph shall not apply to any taxpayer for a taxable year if he attains 
the age of seventy-five before the close of such year. 

“(3) TAXABLE YEARS TO WHICH SUBSECTION APPLIES.—This subsection shall 
apply only to taxable years beginning after December 31, 1954, to which the 
table set forth in subsection (b) does not apply. 

Mr. Kroau. Now, Mr. Chairman, I would like to ask a few ques- 
tions, if I may. 

The CuatrMan. The gentleman is recognized. 

Mr. Krocr. First, Mr. Chairman, I would like to publicly pay my 
respects to the tremendous amount of work that Dr. Dickinson has 
done on this subject matter in his capacity as director of the bureau 
of medical economies and research of the American Medical Associ- 
ation, and to his associates, who have obviously expended much time 
in the preparation of the material which they have submitted today 
and on similar occasions. 

[ would like to ask either one or both of you gentlemen this ques- 
tion: Do you have any knowledge of whether, under the existing 
corporate retirement plans which have received approval of ths 
Treasury Department, there is any prohibition on the part of anyone 
receiving his benefits from continuing any profitable occupation. 
In other words, is it not possible for the president of X YZ corporation 
to retire under that corporation’s plan and go out and get another 
job ¢ 

Dr. Dickinson. IL believe it is section 165(a) or 401(a) that deals 
with the earnings. 

Mr. Krocu. So that under the pending bill, if a plan for retire- 
ment is created, the individual who took advantage of retirement at 
age 65 and who pursued his profession further would be given no 
advantage that those benefiting under the existing corporate plans 
now have. 

Dr. Dickinson. That is right. 

Mr. Kroc. And in your appearance here today, you are the official 
representatives of the American Medical Association, advocating the 
favorable consideration of the pending bills? 

Dr. Haminron. We are. 

Dr. Dickinson, Except with reference to this addendum, which 
Mr. Cooper apparently misunderstood me on. There is a requirement 
of your committee that you have to have 50 copies of everything. , 
The actual length of what I wish to file, Mr. me ooper, is shorter than 
my statement. But I have extra copies of it. That was the reason 
for my statement. 

Mr. Jenkins. As I understand it, that voluminous thing you held 
up was the whole 50? 

Dr. Dickinson. Yes; that was the 50 copies I understood you have 
to have. If you just want one copy, I say it is shorter than my 
statement. 

The CHatrman. Well, you have permission to include your pre- 


pared statement in the record. Now, do you have something else ii 
there ? 


Dr. Dickinson. Yes; I do. 

The Cuatrman,. All right. What is that? How long is it? 

Dr. Dickinson. Double- spaced, it is 5 and a third pages. 

The CuairmMan. Without objection, that will be included. Why 
did you not put it all in one statement to start with ? : 
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Dr. Dickinson. I did not know what sort of testimony the Secre 
tary of the Treasury was going to give. I have listened to his state- 
ment, and on the basis of his statement I wish to suggest on my own 
behalf an amendment which is going to let the chips fall where they 
may and is going to let the Secretary of the Treasury determine the 
amount the self- “employed people can have. And I cannot see how 
any man can appear before any congressional committee with a more 
complete dedication to his ideal than to offer this committee that, to 
let the Secretary of the Treasury determine how many dollars a self- 
employed person can exclude. 

Mr. Keocu. If I may take up from that last statement, Dr. Dickin- 


son, that statement is referring now to your substitute proposal, is 
it not ¢ 

Dr. Dickinson. Yes. 

Mr. Kroon. And that the record might be complete for those who 
read while they travel, your proposal is to give the Secretary of the 
Treasury authority to set up comparable tables so that the self- 
employed, within appropriate age groups, may contribute precisely 
or approximately the same amount that is allowed to those who par- 
ticipate in the 26,000 approved plans. 

Dr. Dickinson. The difficulty here is that if the committee saw 
fit after study to approve this, they would be assigning to the Secretary 
of the Treasury a very difficult job. And I think he ought to have a 
year and a half or 2 years to complete it. And during that time the 
provisions of the Jenkins- Keogh bill would be in effect. 

Mr. Harrison. Then it would be limited to the same benefits: is 
that correct ¢ 

Dr. Dickinson. The actual dollar amount that could be set aside—— 

Mr. Harrison. I mean, addressing myself further to what Mr. 
Cooper asked you, as to those pension plans which are retirement 
plans, this one that you are advocating is an annuity. 

Dr. Dickinson. It would be similar to approved pension plans 
under section 401 in that respect. 

Mr. Karsten. Doctor, I understood your testimony to say that the 
American Medical Association was opposed to social security. Do 
I understand that correctly? The whole program ‘ 

Dr. Hamintron. Oh, no. We are opposed to that portion of it which 
ate ‘ts the medical profession. 

. Karsten. Since this has been brought into the picture, I do 
ane a question or two I wi anted to ask. In connection with the pend- 
ing legislation this committee is considering, we have in mind some- 
thing which might provide disability benefits. How would the medical 
profession feel about that ? Where a worker becomes disabled and 
is unable to work ¢ 

Dr. Hamunron. Well, we have not been enthusiastic about that. 
We have been opposed to that, because we feel that it brings in again 

possibly through the back door some of the things which we fear in 
the general socialization of medicine. And that is of course entirely 
foreign to this particular thing we are discussing. But we fear that 
in so “doing there would have to be panels of doctors set up. And we 
dislike very much to talk about such things. 

Mr. Karsten. That would be the determination of total disability ? 

Dr. Haminron. Yes, it would have to be done by the medical pro- 
fession. At least, I would think they would be the best ones to 


decide it. 
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Mr. Karsten, I invite your attention to page 6 of the pending bill, 
Doctor, line 3: 

(2) except in the case of his permanent and total disability (which shall 
be certified to the insurance company by affidavit of a licensed doctor of 
medicine other than the taxpayer) no refund, cash surrender value, or other 
cash benefit is payable before his attainment of such age; 

Does that not contemplate the payment of a disability benefit ? 

Dr. Dickinson. Will you allow me to answer the question ? 

Mr. Karsten. Yes. I would like to know. 

Dr. Dicktnson. You are quite right. The quest that we are pur- 
suing here in trying to develop equity for the self-employed is a diffi- 
cult quest. We have not yet found an answer to one problem. And 
this is a very poor answer that is in the bill. Namely, how are you 
going to get people to set aside money into a restricted retirement 
fund or into a restricted retirement annuity that they cannot touch 
until they are 65 years of age? How are you going to get it done? 
The problem here of revenue loss is to create interest in people and 
getting them to do it. 

Mr. Karsten. Thisis for incentive? Isthat what this is? 

Dr. Dickrnson. We have tried to figure out some way to encourage 
people to set aside into a fund that they cannot touch until they are 
65. And if somebody can figure out a better and more comprehensive 
method in doing it than can be done by this means, I regard this as a 
most unsatisfactory way. But every way that we have considered— 
and Mr. Roberts could go into this in more detail—of trying to en- 
courage people to come under the provisions of this bill and actually 
save for their old age, has met with the objection that we are going to 
‘ause tax dodging. And we do not want to cause tax dodging. And 
I would be willing to see that provision go out of the bill if you could 
substitute some other simple device for encouraging people. 

You know, this is their own money that they are using, and if they 
exhaust it this way they could not exhaust it during their retired 
years. 

Mr. Karsren. Down here further on the same page, Doctor, you 
outlined a procedure in the bill for finding a permanent disability. 
Are you satisfied with that diagnosis, with that method of determining 
total disability ? 

Dr. Dickrnson. Reasonably so. 

Dr. Hamimron. Not too well. You have to accept some things, you 
know. 

Mr. Karsren. We are trying to write legislation. We would like 
from your profession, which is directly concerned with this legisla- 
tion, a statement of what you think should be in the bill at these two 
points. 

Dr. Dicktnson. This language is taken from the provisions and 
the disability clauses in life-insurance policies. I think that is where 
it or iginates. 

Dr. Haminron. If you take lines 19, 20 and 21, many times that is 
not a permanent test of an injury, the fact that it lasts 3 months. This 
is much broader than under the social-security law. A man has to be 
practically dead to qualify under the social-security law, but under 
this he could have a pretty easy time if the examining physician was 
of such a mind. 

Dr. Dickinson. I think this is very liberal, almost. too liberal. 
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Mr. Karsten. What would you suggest, then / 

Dr. Hamanron. I have not thought about it. I never drew up a 
bill in my life. You have got me at a disadvantage. I am a doctor. 
I could not draw up a bill. I would have to have a lot of lawyers to 
help me. I have a dickens of a time reading them and understanding 
them. 

Mr. Karsten. Where is the difference in the cash disability bene- 
fits here you are going to get prior to age 65 when this becomes law 
and the cash disehitiay benefits under the social security program ¢ 

Dr. Dickinson. The difference is, sir, that he has to draw out his own 
funds from his own trust fund. And if he exhausts them, he will have 
nothing for retirement. That is the difference. 

But I beg of you to consider this as a part of a larger problem of 
trying to encourage some revenue laws under this bill by trying to 
encourage people to make use of it, so that a man and his wife would 
be willing to set aside money that they could not touch until they are 
65. Something ought to be put in the bill which would encourage 
them to be willing to forego spending until they are 65 years of age. 
And we have considered, Li imagine, 50 different suggestions, and this 
seemed to be about the only one that would not immediately 1 ‘aise the 
question of, “Well, are you not dodging taxes?” If you allowed them 
to take it out in periods of prosperity for depression, it would be a tax 
dodge. 

Mr. Karsten. This same incentive would be very desirable for 
social security on the part of the Federal Gov ernment. It looks like 
the medical profession is for social-security benefits but only for the 
medical profession. 

Dr. Dickinson. Again, you would draw only on your own funds 
and not on Government funds. 

Finally, Mr. Kartsen, I should like to point out that physicians in 
their everyday practice examine many patients for disability pur- 
poses. Sometimes the patient has an individual policy, sometimes a 
group policy, and sometimes he is a member of some plan established 
by his employer to provide disability benefits. I do not think you 
meant to imply that the American Medical Association is proposing 
that physicians no longer examine patients for the purpose of defining 
the extent of disability. 

On the other hand, the provision for the withdrawal of funds prior 
to the age of 65 in the event of permanent and total disability exceed- 
ing 3 months has many counterparts in insurance plans set up by em- 
Pp loyers for the benefit of employees. In my prepared testimony, which 
[ did not read verbatim, I stated that employers in the United States 
in 1953 charged to business expense the $1.8 billion used in financing 
insurance and welfare plans in addition to the $3.1 billion they 
charged to business expense for the financing of pension and profit- 
sharing plans. So the provision in H. R. 10 for the withdrawal of a 
person’s own funds from his own restricted retirement fund prior to 

age 65—with a corresponding reduction in the balance in his fund— 
is not without precedent. I don’t believe that you are opposed to such 
fringe benefits for employees in the form of salary continuation and 
cash. disability benefits when financed by an employer as business 
expense and therefore nontaxable. I feel sure, Mr. Karsten, that you 
favor such arrangements made by employers for their employees. We 
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are not here to criticize fringe benefits but to ask that the Congress 
provide similar benefits for the self-employed. Furthermore, for the 
most part, many of such benefits to employees would not be taxable 
income, but the withdrawal by a self-employed for disability purposes 
under H. R. 10 would become taxable income. 

As a final overall comment in answer to your question and the ques- 
tions asked Dr. Hamilton and me by Mr. Cooper concerning the widely 
recognized fact that self-employed physicians do not intend to retire, 
I would like to say that a physician, say 40 years of age, obviously 
has no way of knowing whether he will be practicing medicine at the 
age of 65; and the provision he makes for his retirement must be made 
during his working years. The statistics which Dr. Hamilton quoted 
on the percentage of physicians between the ages of 65 and 72 who are 
still in active private practice—and particularly in the small towns 
of the United States—is a retrospective statistic; it comes after the 
fact and not before the fact. But for any one physician 40 years of 
age the question of what he will be doing between the ages of 65 and 
72 and what his responsibility will be to his wife and. children, if 
any, are obviously part of the unknown future for which provision 
should be made by any prudent person. So I think any suggestion 
that these data on the percentage of physicians in active practice be- 
tween the ages 65 and 72 implies that a physician should not have the 
right to save for his old age under equitable tax deferment laws is a 
confusion of prospect with retrospect. 

Mr. Karsten. Social security is a contributory thing. People con- 
tribute into that. That is not Government funds. That is contributed 
by the employer and the employee. It is private funds just as much 
as your program here contemplates private funds. 

That is all, Mr. Chairman. 

Mr. Mus (presiding). Are there further questions? If not, we 
thank you, Dr. Hamilton and Dr. D'ckinson, for the information you 
have given the committee. 

(The following material was submitted for the record :) 


epee — The Journal of the American Medical Association, March 12, 1955, vol. 
, pp. 903-906, Copyright, 1955, by American Medical Association ] 


Tue Facts Asout MEDICAL STUDENTS 


Edward L. Turner,* M. D., Chicago 


How many medical students are there in the United States today? How 
many new physicians are being graduated from approved medical schools now as 
compared to 25 years ago or around the turn of the century? How many pre- 
medical students apply to medical school and how many of these applicants 
actually gain admission? Are new schools of medicine being developed and 
facilities of currently existing schools being augmented in keeping with the 
needs of an ever-growing population constantly more conscious of the value of 
adequate medical care? These and many similar questions that are being asked 
indicate that there is a lack of factual knowledge and a great deal of misinforma- 
tion widespread among the members of the medical profession as well as the 
American public in general as to how effectively medical facilities in the United 
States are meeting the constant challenges confronted by them through steadily 
increasing population and the eternally changing pattern of medical needs and 
practices. 

This lack of critical knowledge of the current status, problems, and trends 
regarding medical school facilities, developments, students, and graduates is 
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not confined solely to individuals outside the field of medical education, as 
was evidenced by the comments of a responsible administrative head of a 
newly developing medical school a few months ago. During a visit to the western 
part of the United States this educator was quoted in one of the newspapers 
of that area to the effect that, “It’s amazing in view of the doubling of the 
population in the last 50 years that only a few more doctors are being graduated 
than in 1905.” Without careful analysis and interpretation of the actual facts 
regarding the status of medical education 50 years ago as compared to the 
present time, such a statement is not only misleading but detrimental to the 
public interest and welfare. It evidences a lack of historical knowledge of the 
true status of medical education in this country at the turn of the century and 
the evolution through which it has gone during the past fifty-odd years. 

Much has been written and many comments made during recent years indi- 
cating or implying that there is a dearth of medical personnel and a need for 
greatly expanded facilities for the education of physicians. No one will deny 
that there is a need for increased numbers of physicians in keeping with popu- 
lation increases and overall medical care needs, but what are the facts? Have 
medical school facilities been augmented and, if so, how rapidly and how ade- 
quately are they increasing the supply of physicians? In other words let’s get 
the facts straight. These facts are available in the information in “Medical Edu- 
cation in the United States and Canada,”* carefully compiled by the Council on 
Medical Education and Hospitals of the American Medical Association and pub- 
lished annually in the journal for the past 54 years. The data presented in this 
brief paper summarize some of the pertinent information from these annual 
reports. They also include certain statistics on student applications and admis- 
sions derived from material collected by John M. Stalnaker,’ director of studies 
of the Association of American Medical Colleges. 


STANDARDS 


It is true that at the turn of the century there were 160 medical schools in the 
United States enrolling 26,147 students and graduating 5,606 individuals. How- 
ever, it is probably not widely realized today that at that time only about one- 
third of the medical schools in existence were in a position to offer their students 
a medical education that met the acceptable educational standards essential to 
the medical practice of that day. The remaining two-thirds of the schools in 
existence during that period were largely proprietary institutions run for the 
personal prestige and profit of their physician owners. Such schools were hardly 
worthy of the name, for they were poorly houses, inadequately equipped or fi- 
nanced, and very few of them had faculties adequately educated to teach the 
basic science knowledge even then available. In fact, many of the medical 
schools existing in this country during the first decade of the century were little 
more than diploma mills. Medical education in the United States at that time 
was chaotic indeed. In spite of a large number of schools with an overall rela- 
tively large number of students enrolled at that time, it should be reemphasized 
that approximately two-thirds of them were not in a position to afford their 
students sound medical education or to graduate physicians competent to serve 
the American public effectively. 

It was the low and horribly chaotic status of medical education in this country 
at that time that ultimately led to the careful analysis of medical education in 
the United States conducted under the able supervision of Dr. Abraham Flexner 
and financed by the Carnegie Foundation for the Advancement of Teaching. 
The publication of the report of this study in 1910° was followed by changes that 
completely revolutionized medical education in the United States within a rela- 
tively short time. Only those individuals intimately acquainted with the status 
of medical education prior to this report can fully appreciate the significance of 
the readjustments it brought about. Indeed, the Flexner report deserves full 
credit for being the most important single factor in initiating the changes elevat- 
ing medical education in this Nation from a generally low and unsavory status 
early in the century to its position of recognized excellence today. 


*Conncil on Medical Education and Hospitals of the American Medical Association, 
we Education in the United States and Canada, J. A. M. A. 156: 137-179 (Sept. 11) 
vet. 

? Stalnaker, J. M., and Dykman, R. A.; Admission Requirements of American Medical 
Colleges, 1955, Chicago, the Association of American Medical Colleges, 1954 

* Flexner, A.: Medical Education in the United States and Canada, New York, Carnegie 
Foundation for the Advancement of Teaching, 1910. 
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Table 1 has been prepared from data published in the annual education num- 
ber of the journal, to clearly portray the growth of approved medical schools, 
student enrollment, and numbers of physicians graduated at 5-year intervals 
since the Flexner report in 1910. On the basis of information currently available, 
projected estimates have been made to 1960. It will be noted that in 1910 there 
were only 66 of the 131 listed medical schools that could be considered as con- 
ducting educational programs sufficiently satisfactory to merit approval as class 
A institutions. These 66 approved schools enrolled a total of 12,530 students and 
graduated 3,165 physicians during that year. Forty-three schools, enrolling 
6,944 students and graduating 854 individuals, were inadequate in so many re- 
spects that they could not merit full approval and were rated as class B institu- 
tions. The remaining 22 schools, enrolling 2,052 students and graduating 421 
individuals, were conducting such poor and inadequate programs that their 
graduates were not considered eligible for licensure in many States. In fact, 
most of the schools in this latter group were diploma mills and were listed as 
unapproved class C institutions. Inadequately trained graduates of institutions 
of this type constituted a real danger to the health of the public. It should also 
be noted that about 30 additional schools that had been in existence in 1900 had 
already either amalgamated with others or discontinued their existence. 


TABLE 1.—Schools, students, and graduates in medicine, 1910-60 
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1 Estimated. 


Throughout the entire period since 1910, the Council on Medical Education, 
during the last 25 years known as the Council on Medical Education and Hos- 
pitals, of the American Medical Association has worked closely with the Asso- 
ciation of American Medical Colleges in constant efforts to assist in developing 
and maintaining the highest possible standards of medical education in the 
United States in the interests of the American public, which the graduates of 
our medical schools must serve, through the medium of establishing sound basic 
essentials of medical education, consultations, advice, survey evaluation, and 
annual listings of the approved medical schools by the Council on Medical 
Education and Hospitals and through membership in the Association of Amer- 
ican Medical Colleges. These two organizations have exerted great influence 
in medical education in the United States. They have cooperated in stimulating 
and encouraging new medical schools and assisting in the improvement of those 
in existence where such assistance was indicated. They have discouraged only 
the schools that did not have facilities, finances, or faculty potentials with 
promise of reasonably sound educational experiences for medical students. 
Their objectives have been straightforward, sincere, and directed toward the 
development of physicians well qualified in the diagnosis, prevention, and treat- 
ment of human ailments in keeping with progressive scientific knowledge. 
Contrary to a common misconception, these organizations have not endeavored 
to control the number of physicians graduated by the schools. They have advised 
against medical schools undertaking to admit more students than their faculties 
or facilities could possibly justify, if they were to be properly educated. 

Improvements in medical education took place rapidly, so that by 1929 there 
was no more need for listing medical schools in the A, B, C categories. A further 
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study of table 1 reveals that since that date only approved medical schools have 
been listed. It clearly indicates that the number of approved medical schools 
in the United States increased 21.2 percent between 1910 and 1954 and that, on 
the basis of new schools now under development, it will have increased approxi- 
mately 30 percent by 1960. During the same period of 44 years the number of 
medical students enrolled increased 125.28 percent and the number of graduates 
of approved schools increased by 114.6 percent. If one uses 1930 as a baseline, 
it will be apparent that medical school enrollment has increased by 30.7 percent 
and physicians graduated by 50.3 percent during the 24-year period ending 1954, 
which is the last year for which complete statistical data are available. In 
other words, while the population of the Nation has approximately doubled since 
the turn of the century, enrollment in approved medical schools has increased 
by 125.28 percent, and the number of physicians graduated from approved medi- 
cal schools is 114.6 percent greater. 


NUMBER OF APPLICANTS 


Another area of misunderstanding, based largely on lack of information, has 
been centered around the numbers of applications versus the actual number of 
applicants to medical schools and the number of the latter actually admitted to 
the study of medicine. Competition for admission to medical school began many 
years ago as medical education programs were improved and basic requirements 
for admission elevated. Prior to World War II the total number of appli- 
eants for admission to medical schools far exceeded the number of opportunities 
available. Many of these applicants, however, were not well prepared for or 
acceptable to the schools to which they applied. However, little was heard of 
difficulties of gaining admission to medical school until shortly after World War 
II. A study of table 2 indicates the course of events between 1947 and 1954, 
when the situation became widely publicized. Individuals recalling the situa- 
tion in all of the institutions of higher education shortly after the close of World 
War II will find this table almost self-explanatory. It will be recalled that fol- 
lowing the war there was a tremendous flow of students back into educational 
institutions. All institutions of higher education were literally bursting at the 
seams. Students whose premedical and even medical education had been post- 
poned because of the war began to accumulate in far larger numbers than there 
were medical school facilities available to accommodate them. 

It should be recognized beyond question that it is not possible to expand 
medical educational facilities in the same manner in which lecture courses can 
be augmented in certain areas of college or university activity. A few more, 
or possibly even many more, students may be added to a lecture course in his- 
tory, economics, sociology, philosophy, and even in mathematics and numerous 
other areas. Where laboratory courses are involved, enlargement of classes is 
attended with greater difficulty. Where definite limitations exist in both lab- 
oratory and hospital facilities, still greater obstacles are presented to sudden 
or extensive augmentation in size of classes. A still further problem is presented 
by the very nature of the American conception of the need for intimate, direct 
contact between medical students and their teachers, especially in the clinical 
fields of study. Consequently, there was no logical way in which the sudden 
temporary flood of applicants to medical schools could be totally accommodated 
in the way the temporary flood of students in excess of more normal numbers 
was accommodated in certain other areas of higher education. As a result there 
was a period between 1947 and 1950 when the ratio of applicants to the number 
of students admitted rose to a maximum point of one admission to every 3.6 
applicants. This figure will also be somewhat of a surprise to individuals who 


have been under the impression that the ratio of applicants to actual admissions 
at one time was far higher. 
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TABLE 2.—Medical school applications, applicants, and admissions, 1947-60 
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1 Estimated. 





During the period when the total number of applicants for admission to medi- 
eal school rose to the maximum (1949) many individuals became confused and 
did not differentiate between applicants and the total number of applicants 
filed by them. In 1949-50 there were 24,434 applicants for admission to medical 
schools. These individuals filed a total of 88,224 applications with medical 
school admissions committees. In other words, each student seeking admission 
that year applied to an average of 3.6 medical schools. It was this confusion of 
total applications to medical schools with the actual number of applicants that 
gave rise to wild distortions of fact to the effect that only 1 applicant out of 
10 or more could possibly get into a medical school. It is true that some medical 
schools had many times the applicants they could admit, while other schools 
had a relatively low ratio of applicants for the places available, so that the over- 
all national average at its maximum was 1 admission to every 3.6 applicants. 
Undoubtedly there were many disappointments and some frustrations during 
the period when applicants were at their peak. Nevertheless, the curve of ap- 
plicants began to decrease as the postwar influx of students with GI benefits 
began to diminish. Last year (1953-54) 14,678 premedical students filed 48,556 
applications with medical schools, 7,449 of the 14,678 applicants, or 1 to every 
1.97, were admitted to the first year class in medicine in some one of the ap- 
proved medical schools. 

For those readers who believe or who have heard that only students with 
“A” college records are admitted to medical schools, the following analysis of the 
premedical records of the 7,449 students admitted in 1953-54 will be of inter- 
est. In this rgoup, 21.1 percent had college grade averages of “A,’’ 68.9 percent 
had “B” averages, and 10 percent had “C” premedical averages. In other words, 
1 out of every 2 applicants to medical school was admitted last year, and the 
premedical averages of those gaining admission ranged from ‘“C” to “A.” 

What lies ahead? Are facilities for educating medical students increasing, 
and cannot existing schools expand their facilities? Table 1 indicates that the 
number of approved schools has increased proportionately less rapidly than the 
number of students enrolled and physicians graduated. Thus, the approved 
medical schools have increased their production of physicians through increased 
student enrollment as their finances, facilities, and faculty personnel have made 
such expansion possible. Medical education is costly, and the development of 
medical school facilities to meet current educational needs in this field repre- 
sents a large financial investment. Wherever it will be possible to augment 
finances and facilities, still further expansion in enrollment may occur in some 
of the existing medical schools. It is hoped, however, that none of them will 
endeavor to enroll more students than they can effectively educate into well- 
qualified young physicians. Currently, there are five completely new schools 
in various stages of development, from final planning to actual enrollment of 
four classes of students. The University of California at Los Angeles will be 
the first one of these to graduate a class of physicians, and this will occur in 
June 1955. The others are the University of Miami, Albert Einstein College 
of Medicine, Seton Hall College of Medicine, and the University of Florida. In 
addition, 3 former 2-year schools of basic medical science, namely, the Medical 
Schools of the University of Mississippi, Missouri, and West Virginia, are being 
developed into complete 4-year medical schools. All 8 of these institutions will 
be graduating physicians by 1960, and there should be, therefore, between 7,300 
and 7,500 physicians produced annually from approved medical schools in this 
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country by that time. It is possible that the new medical school may develop 
at the University of Kentucky and that North Dakota may develop its 2-year 
school into a 4-year program during this period. In addition, a development 
of additional new schools of medicine is being considered in other parts of the 
Nation. 


SUMMARY 


Changes have taken place in the numbers of approved medical schools, num- 
bers of students admitted to medical school, and the numbers of physicians 
graduated during the period from 1900 to 1954. While the population of the 
nation has approximately doubled during this period, in the 44 years since 
1910 student enrollment in approved schools of medicine increased from 12,530 


mee 

to 28,229, which represented a total increase of 125.8%. In 1910 there were 
3,165 physicians graduated from approved medical schools as compared to 6,861 
in 1954, the latter figure representing an increase of 114.6%. Standards of medi- 
cal education have become increasingly high since the early 20th century through 
the efforts of the Council on Medical Education and Hospitals and the Associ- 
ation of American Medical Colleges. Statistical data clarify misconceptions 
concerning the numbers of applications, actual number of applicants, and the 
number of the applicants actually gaining admission to the medical schools in 
the United States during the period 1947-54. The over-all national average at 
its maximum was 1 admission to every 3.6 applicants. New medical education 
facilities are currently in the process of development. Estimated projections 
made of admissions and graduates of all approved medical schools by 1960 show 
that from 7,300 to 7,500 physicians should be produced annually. 

Mr. Mitts. The next witness is Mr. Leslie Mills. 

Mr. Mills, will you give your name, your address, and the capacity 
in which you appear, for the benefit of the record ? 


STATEMENT OF LESLIE MILLS, HARRISON, N. Y., CHAIRMAN, SUB- 


COMMITTEE ON TAX ADMINISTRATION, AMERICAN INSTITUTE 
OF ACCOUNTANTS 


Mr. Lestre Minis. Mr. Chairman, my name is Leslie Mills of 
Harrison, N, Y. 

I am a member of the institute’s committee on Federal taxation, and 
have served for some time as the representative of the institute on the 
Interprofessional Committee on Retirement Benefits. I have been 
asked by President Maurice Stans of the American Institute of Ac- 
countants, national organization of certified public accountants, to 
represent the institute at this hearing because an engagement made 
prior to the announcement of the hearing makes it necessary for him 
to be on the west coast today. 

The principle embodied in these bills was endorsed unanimously in 
a resolution adopted by the council, which is the governing body of 
the American Institute of Accountants, in October 1951, and it was 
included in recommendations submitted to the Congress by our com- 
mittee on Federal taxation several years before that. A considerable 
number of the State societies of certified public accountants have 
adopted similar resolutions, and there is no difference of opinion in the 
accounting profession about the desirability of this legislation. 

Certified public accountants, like other professional men, practice 
as partners or as individuals. The code of professional conduct of the 
American institute and the laws of most States forbid the incorpora- 
tion of accounting firms. Certified public accountants in public prac- 
tice are therefore denied the tax benefits accorded to pension plans 
of corporations under part I, subchapter D of chapter 1 of the Inter- 
nal Revenue Code of 1954. C. P. A.’s are probably more acutely aware 
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of this discrimination against the self-employed than members of other 
professions, since their work not infrequently involves the establish- 
ment and review of corporation pension plans set up under this pro- 
vision of the code. 

While our social-security laws have provided a guaranty of mini- 
mum subsistence for most retired persons, it is also a firmly estab- 
lished national policy to encourage our citizens to make provision 
for a reasonably comfortable standard of living in their old age. This 
is obviously desirable not only for the older citizens themselves, but 
as a strong bulwark for our whole economy. This will, of course, 
become increasingly important as the number of citizens over 65 
rises in proportion to our total population. Incidentally, self-em- 
ployed certified public accountants are now covered by social security, 
but this does not diminish in the slightest degree their need for or their 
desire for this legislation. 

When the president of the American Institute of Accountants ap- 
veared before your committee 3 years ago to testify on this subject, 
he pointed out that the Government has done much to encourage the 
establishment of pension plans for executives and employees of busi- 
ness. The 3 years which have elapsed since his testimony have seen 
a substantial growth in the number of such plans in effect and the 
number of employees whose old-age security will be provided by them. 
The self-employed, however, have remained the forgotten men in this 
respect. Three years ago, some of us still hoped that in the fairly 
near future it would be possible to reduce individual income-tax rates 
sufficiently so that the prudent individual could build up a fair amount 
of savings in his productive years. I belive you gentlemen will agree 
that we now face the prospect of high income-tax rates for many years 
to come. 

With this prospect in mind, the discrimination in the tax laws 
against the self-employed becomes a serious deterrent to initiative and 
enterprise. Surely the time has come to rectify a situation which dis- 
courages our citizens from going into business or independent pro- 
fessional activity for themselves. 

The effect of the existing inequity is perhaps even more serious in 
the public accounting profession than in other professions, because 
independent public accounting firms are in direct competition with 
industry and Government for skilled accounting personnel. While it 
is true that an accounting firm may set up for its employees a pension 
plan with tax benefits, this does not solve the problem or provide any 
great incentive, because the best men in my profession look forward 
to becoming partners or entering practice for themselves. A man from 
30 to 40 years old who is offered a partnership or wants to establish 
his own firm is thus faced with the loss of pension rights which he 
may have acquired up to that time, and a tax discrimination which 
will make it difficult for him to build up adequate savings against the 
time of his retirement. I should like to emphasize that the opportunity 
to build up a retirement fund as provided in this legislation would be 
even more important to the individual practitioner and small firm 
than to the larger firm which is better able to make some provision for 
retiring partners. 

The contribution of independent certified public accountants in 
public practice to the American economy has been widely recognized, 
and in particular, they provide an essential service to small businesses 
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which cannot afford to hire expert accountants on a full-time basis as 
large corporations do, We are not asking any special tax advantages 
for thee independent accountant, but do feel that fairness and sound 
public policy should give him an opportunity to provide for his old 
age comparable to that which is enjoyed under existing tax laws by 
accountants who are employees of corporations and of the Gov ernment 

In conclusion, may I say that while I have directed my testimony pri- 
marily to the effect of the proposed legislation on the inadegendenil 
practice of public accounting, the 25, 000 certified public accountants 
who make up the membership of the American Institute are equally 
concerned with the desirability of removing the present discrimina- 
tion against members of other professions and against self-employed 
individuals generally. There is widespread agreement that the pres- 
ent legislation is sound in principle and desir: ible as a matter of public 
policy. I hope that your committee will recommend its early enact- 
ment. 

That concludes my statement. 

Mr. Keoen (presiding). Thank you very much, Mr. Mills. And 
I am sure you appreciate the parliamentary situation with which the 
committee has been faced. I am certain that I can assure you that 
were it not for that, it would be different here. 

I appreciate very much your statement, and I would like to ask 
you a few questions. And we ought to have a fairly peaceful meeting 
from now on. 

Mr. Lestiz Mitts. We can continue in agreement, Mr. Keogh. 

Mr. Kecen. I understand that you, spe: aking on behalf of the Amer- 
ican Institute of Accountants, and : author ized so to do, have come here 
today specifically to endorse the principles contained in the pending 
bills and to urge the enactment of those bills. Is that correct ? 

Mr. Lestuz Mitts. That is correct; to urge their enactment at this 
session, 

Mr. Kroeu. And under the Social Security Act of 1954, your pro- 
fession was included in that act for the first time. 

Mr. Leste Mitts. Yes, sir. 

Mr. Keoeu. Along with funeral directors and professional engi- 
neers and one other that I can never remember. 

So we now have you as the first witness of a relatively large pro- 
fessional group which has been included in social security, coming 
here to urge the enactment of these bills. 

Mr. Lestrr Mriis. Y es, sir. 

Mr. Krocu. Some reference was made here earlier today to the 
effect that the item of a general tax reduction should be placed on 
the agenda ahead of any other legislation of the pending type. Do 
you recall that? 

Mr. Leste Mitts. Yes, sir. 

Mr. Krocu. If we were to have a general tax reduction it would 
not remove the discrimination with which these self-employed groups 
are presently faced, would it ? 

Mr. Lestre Mitxs. By no means. 

Mr. Kroon. Suggestions have been made that perh: ups the type of 
legislation that should be enact ted in this field is legislation that would 
prov ide a tax incentive for savings for ever ybody whether they are 
in or out of social security, or in or out of private or public pension 
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retirement systems, or whether their income is earned or unearned. 
And I say to you that the enactment of such legislation as that would 
not remove this discrimination, would it ? ° 

Mr. Lestiz Mixts. No, sir. 

Mr. Kroeu. It remains so long as you have employed people who 
are unable, as in the case of accountants, by reason of the law which 
prohibits their incorporating, from taking advantage of the incen- 
tives offered under section 401 (a). Isthat correct? 

Mr. Lestiz Mitts. That is correct, Mr. Keogh. The discrimination 
in my profession is more than economic. That is, it is more than the 
individual savings of the individual practitioner, which is very im- 
portant. 

But it puts us in a most serious and, I think, unfair position in per- 
forming our functions, which I think are very important to the na- 
tional economy. It is most difficult for us to get people and to keep 
them happy and to pay them adequately because we cannot give them 
the so-called fringe benefits, tax deferment benefits which the people 
entering my profession can get from other sources. So that we are 
being discriminated against and penalized and hurt because of this 
tax discrimination against us. 

Mr. Kerocn. And that is particularly true with the trend toward 
the lowering of the eligibility age for retirement under many of the 
corporate plans. Is that not true? 

Mr. Lestre Mixts. It isso. And it particularly hurts the small firms 
and individual practitioners in my business. 

Mr. Kroeu. You would like a revision of the situation where even 
a certified public accountant employed by a corporation, with a rela- 
tively low age for retirement eligibility, say, even 63, would be able 
to qualify for social security, would draw down the benefits of the 
tax-deferred corporate plan, and, in addition, could engage in private 
practice after his retirement, the only loss being the loss that he would 
suffer if his outside earned income exceeded the $2,080 limit in the 
present social-security law. 

Mr. Lestiz Miizs. That not only is happening but has happened. 

Mr. Krocu. And even after age 72 that would be and. 

Mrs. Leste Mitts. That is right. 

Mr. Krocu. And his counterpart in private practice, all his profes- 
sional life, will wind up at the same age with nothing but his private 
practice. 

Mr. Leste Mrits. That is exactly right. 

Mr. Kroon. That is all, Mr. Chairman. 

The CuHarrman. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Lestre Mirus. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Mitchell Shipman. 

Please give your name, address, and the capacity in which you 
appear for the record. 
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STATEMENTS OF MITCHELL M. SHIPMAN, NEW YORK, N. Y., GEN- 
ERAL COUNSEL, NATIONAL COUNCIL OF SALESMEN’S ORGANIZA- 
TIONS, INC.; MILTON J. OPPENHEIMER, LARCHMONT, N. Y., 
MEMBER OF EXECUTIVE COMMITTEE, NATIONAL COUNCIL OF 
SALESMEN’S ORGANIZATIONS, INC.; AND SANFORD GREEN, NEW 
YORK, N. Y., ASSOCIATE GENERAL COUNSEL, NATIONAL COUNCIL 
OF SALESMEN’S ORGANIZATIONS, INC. 


Mr. Sureman. My name is Mitchell M. Shipman, attorney, with 
offices at 149 Broadway, New York City. I am, incidentally, general 
counsel of the National Council of Salesmen’s Organizations, Inc. 

I very much appreciate, Mr. Chairman, the opportunity to appear, 
and, if I may, I would like to defer to my colleague Mr. Milton Oppen- 
heimer to present the statement to your committee for the reason that 
he is a salesman as well as a member of the executive committee of the 
national council, and, therefore, it is more befitting that he tell you the 
story of the wholesale salesmen and the position of the national council 
with relation to the bill that is now before you. 

The Cuarrman. Do you want him to appear in lieu of your appear- 
ance ? 

Mr. Suieman. I would like to appear and have him present the 
statement. We both will be available for any questions you may like 
to ask of us. 

The CHatrMan. He is going to make the statement instead of you? 

Mr. Sutpman. That is right. 

The CHatmrman. Very well, proceed. 

Give your name and address and the capacity in which you appear, 
please. 

Mr. OrrenuetMer. My name is Milton J. Oppenheimer. I am an 
outside wholesale salesman, and I am a member of the executive com- 
mittee of the National Council of Salesmen’s Organizations, Inc., and 
past president of the Infants’ and Children’s Wear Salesmen’s Guild, 
which is an affiliate of the council. With me are Mitchell M. Shipman, 
our general counsel, and his associate, Sanford Green. 

The National Council of Salesmen’s Organizations is the parent 
body of 31 salesmen’s organizations representing a veritable cross- 
section of the American economy, and covering such various industries 
as paints, furniture, infants’ wear, luggage, textiles, shoes, toys, et 
cetera, and composed of many thousands of outside wholesale sales- 
men. Appended to this statement is a list of the member organizations 
of the national council. The list of members is appended. 

At the outset may we personally and on behalf of all of our affiliated 
groups and members express our sincere appreciation to this commit- 
tee for the opportunity of appearing before it to present this statement 
in support of H. R. 10, the Individual Retirement Act of 1955, and its 
companion measure, H. R. 9. 

We note with much satisfaction that these bills have wide bipartisan 
support. It isa tribute to the vigor of our democratic system that such 
distinguished legislators from both parties as Representatives Jenkins 
and Keogh, together with many others on this committee, have com- 
bined to lend their efforts in support of this constructive legislation. 

This is not the first time that our organization has appeared before 
this committee in reference to the idea of encouraging contributions to 
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restricted retirement funds through appropriate revisions of the In- 
ternal Revenue Code. In August 1953, when the committee was in 
the process of its monumental work of overhauling the tax laws of our 
country, we urged that in the course of such revision it would be most 
appropriate that provision be made to permit self-employed persons 
and employees not eligible to eros in qualified pension and 
profit-sharing plans to provide their own retirement plans and to give 
them the necessary tax incentive for that purpose. 

It is our fervent hope that now during this 84th Congress this legis- 
lation will be enacted to enable millions of American citizens, includ- 
ing the large and important segment of the population which we have 
the honor to represent—outside wholesale salesmen—to provide for a 
more secure future. Indeed, we are confident that the proposed legis- 
lation is based on such deep-rooted principles of equity and justice 
that it cannot fail to attract the support of the vast majority of this 
great Congress. ; 

We, therefore, earnestly request that this distinguished committee 
favorably report out to this session of Congress H. R. 10, a bill to 
encourage the establishment of voluntary pension plans by indi- 
viduals. 

May we briefly state our reasons for this recommendation. 

1. The proposed legislation seeks to grant nothing more than what 
is already accorded to taxpayers who are fortunate enough to partici- 
pate in qualified corporate retirement and pension plans. 

It is manifestly discriminatory to deny to millions of self-employed 
persons and to millions of employees the privileges now accorded to 
those eligible to participate in qualified corporate retirement plans. 
It has been estimated that, if, pursuant to the present provisions of 
the Internal Revenue Code, a corporation sets up a qualified pension 
plan for its employees, it can purchase a dollar’s worth of future 
security for a worker at a cost of approximately 48 cents. Yet the 
self-employed and those employees not fortunate enough to be em- 
ployed a companies which can afford company pension plans receive 
no tax consideration whatsoever with respect to any moneys they may 
wish to set aside for their retirement. 

The proposed bills before this committee would extent the basic 
idea of encouraging savings for future retirement, to all taxpayers. 
We earnestly submit that such tax equality should be made part and 
parcel of the Internal Revenue Code at this session of Congress. It 
would serve no purpose to agree on the principle involved and at the 
same time to continue to defer the actual taking of this constructive 
step forward. Our economy, according to all reports, has never been 
in a stronger position, and the proposed legislation, if adopted, will 
encourage tremendously private savings for retirement purposes and 
thereby further strengthen the fabric of our economic life. 

2. Outside wholesale salesmen as a group are in particular need 
of the type of tax consideration provided for in the proposed bills. 

A basic tenet of our American way of life is the encouragement of 
private enterprise and individual initiative. The salesmen of America 
are living examples of that principle. They carry the goods of our 
factories and distributors to all parts of the Nation, and gain their 
livelihood by earning commissions on the sales of such goods. Most 
of us are dependent for our living entirely on these commissions, re- 
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ceiving no salary or fixed amount from our employers or principals. 
If we don’t sell we don’t earn. Moreover, in most instances, we are 
required to pay from our commission earnings the entire cost of our 
traveling and selling expenses. 

I wish to interpolate at that point that the majority of us work for 
small corporations or partnerships. 

On the one hand, we are not classified as executive, professional, or 
administrative employees, and, on the other, we are not considered 
as ordinary workers. The result is that, as a group, we have been 
generally neglected by industry insofar as making provision for our 
retirement is concerned. 

As Prof. Harry R. Tosdal of the Harvard University Graduate 
School of Business Administration, in his study entitled “Salesmen’s 
Compensation,” states: 

It is apparent that insufficient attention has been devoted to the problems of 
salesmen’s retirement and pensions although the subject has been in newspaper 
headlines and has been prominent in many union negotiations during the past few 
years as far as factory and other workers have been concerned. It is only 
since World War II that pension plans for salesmen have begun to furnish 
something of a problem to a few concerns; but the fact that they have not or 
are not likely to become subjects of union negotiation is certainly not reason for 
failing to consider them. 

However, we are not complaining. Our way of life makes us more 
or less rugged individualists, and we would much rather be in a posi- 
tion where we can take care of our own future. It is for this reason 
that salesmen generally have not joined trade unions or otherwise bar- 
gained collectively, and therefore have not received the many fringe 
benefits which organized workers have been granted as a result of the 
influence of such forces. There are very, very few salesmen in any 
unions whatsoever. 

Yet what we should like to do, namely, to make our own arrange- 
ments for our retirement by contributing to a restricted retirement 
fund, is practically impossible under today’s conditions. The ex- 
penses of travel and other selling expenses have risen so sharply in 
the past decade that the average salesman’s selling expenses constitute 
anywhere between one-third and 50 percent of his gross earnings. 
Furthermore, many changes are occurring daily in the distribution 
methods of industry which adversely affect salesmen’s earnings. 

Under all of these circumstances it becomes absolutely essential, if 
we are to provide for our future, that we receive the minimum tax 
consideration provided for by the proposed bills. These bills are sound 
and reasonable, containing proper safeguards against abuse. If any 
modifications are needed because of technical requirements let them 
be te ey for now. 

The Keogh-Jenkins bills would be a great boon to the salesmen of 
this country who, as we have indicated, would much prefer to make 
their own way and to provide for their own future rather than depend 
on governmental bounty or other organized forces for their future 
security. 

Our desire to be placed in a position where we can set up our own 
individual retirement plans from our earnings is also motivated by 
the realization that the majority of us work for medium-sized or small 
businesses for whom the cost of setting up corporate pension plans 
and other fringe benefits would be prohibitive. The cost of the initial 
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funding of such company plans is a tremendous obstacle in the path 
of most business enterprises which might conceivably want to set up 
retirement plans for their salesmen. Generally speaking, small busi- 
ness needs all its available capital for expansion and stability to insure 
its continuance in today’s highly competitive market. 

Professor Tosdal, in discussing the matter of pension and retire- 

ment allowances for outside salesmen, confirms this conclusion in his 
scholarly study. He states: 
* * * the chief objection to pensions is the cost. The experience of business 
firms with pension plans has all too often been that the burdens of such plans 
become intolerable and the choice has had to be made between wrecking the 
business nd modifying or throwing out the pension plan. The cost to fund such 
a plan may be more than a business in its existing situation can stand. Further- 
more, a pension fitted to the existing resources may be inadequate and unsatis- 
factory and have on the whole a bad effect on morale. In some situations, 
substantial sums are needed for funding such plans and a company may need 
that capital for expansion and stability in order to assure the continuance 
of the company as a competitive factor and therefore to insure the jobs of the 
workers in the company. 

It therefore will readily be observed that the vast majority of sales- 
men are unable to look to their employers or principals to set up 
corporate pension plans under the present provisions of the Internal 
Revenue Code. 

By the same token, the average individual wholesale salesman’s 
earnings today is insufficient, without the proposed tax allowance, to 
enable him to take steps to provide for his future retirement. Enact- 
ment into law of the Individual Retirement Act of 1955 would be a 
great boon to millions of outside wholesale salesmen, and the eyes of 
this lar ge and important occupational group are focused on this 
Congress for this legislation, the need of which has long been indicated. 

“The enactment into law of the proposed bills would be a fulfill- 
iad of the pledges made by both parties and by the administration 
to encourage individual private retirement plans. 

When President Eisenhower was a candidate for the high office he 
now holds he stated the problem in the following words: 

There are over 10 million workers who cannot take advantage of these tax 
relief provisions now offered to corporations and other employees. * * * I think 
something ought to be done to help these people to help themselves by allowing 
a reasonable tax deduction for money put aside by them for their own savings. 


In his state of the Union message on February 2, 1953, President 
Eisenhower stated as follows: 

There is urgent need for greater effectiveness in our program, both public and 
private, offering safeguards against the privations that too often come with un- 
employment, old age, illness, and accident. The provisions of the old age and 
survivors’ insurance law should promptly be extended to cover millions of citi- 
zens who have been left out of the social security system. No less important is 
the encouragement of privately sponsored pension plans. 

We are quoting what has already been brought out by Mr. Roberts 
and some of the other speakers regarding campaign promises. 

I will say that I may be naive, “but we salesmen believe campaign 
promises of both parties should be kept. And we would like to see 
what comes of the platform talks. 

From our own appraisal of the situation, we believe that both 
parties as well as the executive branch of our Government are in favor 
of the basic principle of allowing a reasonable tax deduction to in- 
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dividuals so that they may provide for their future retirement. Budg- 
etary and technical considerations have thus far been the obstacles in 
the path of securing action. However, it is our firm belief that if there 
is equity and justice in the principle, then a way must and should be 
found to overcome these objections and to enact into law a bill which 
will, by encouraging savings, strengthen our economy and will afford 
equal treatment to all taxpayers in its application. 

If I may please interpolate a remark or so, I would say that the far 
greater preponderance of the wholesale salesmen of America are not 
covered by any company pension plans, and we have no hopes of being 
covered in the future. [ would say we meet the Treasury Department 
requirement that social security is necessary. We are covered. 

We have heard so much about the professional men. Salesmen are 
not professional men. Despite this coverage, we appear to be step- 
children; we seem to be ignored. We are mostly commission men. 
And even when we produce we are the nonpension employees. There 
are about 2 million outside salesmen of the country who carry the 
products of the mills and factories from border to border and outside 
the borders. And we hope that you will grant us consideration with 
other groups. 

We, along with others, wish to supplement our social security. If 
others are permitted to do that we hope that you will also give us that 
right. By the very nature of our calling we are in particular need 
of this legislation. 

The play and the picture Death of a Salesman aptly describes 
our problem. I earnestly hope this legislation does not end up being 
more discrimmatory possibly than what is on the books now. And 
by that I mean that the 2 million salesmen, outside wholesale sales- 
men of the United States, will be granted consideration. 

Thank you. 

Mr. Mitts (presiding). That completes your statement ? 

Mr. OrrENHEIMER. Yes. 

Mr. Miuts. Are there any questions? 

Mr. Krocu. I assume that Mr. Oppenheimer would like to have in- 
cluded in the record the list of the member organizations of his coun- 
cil. 

Mr. Oprennetmer. They are appended to the statement. 

Mr. Sureman. They are appended to the statement, and we would 
appreciate inclusion of those. 

Mr. Mitxs. Without objection, they will be included. 

(The information referred to follows:) 


MEMBER ORGANIZATIONS 


Associated Millinery Men, Inc. 

Fabrice Salesmen’s Association of Boston, Ine. 

Handbag Supply Salesmen’s Association, Inc. 

Infants’ and Children’s Wear Salesmen’s Guild, Inc. 

Men’s Apparel Guild of Wholesale Salesmen, Inc. 

National Handbag & Accessories Salesmen’s Association, Ine. 
New York Corset Club, Inc. 

New York Paint Travelers, Inc. 

New York-Penn-Ohio Travelers Association, Inc. 
Connecticut Paint Salesmen’s Club, Inc. 

Costume Jewelry Salesmen’s Association, Inc. 

Furniture Manufacturers Representatives of New York, Inc. 
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Infants’ Furniture Representatives Association of Greater New York 
Philadelphia Corset and Brassiere Club 

Middle Atlantic Shoe Travelers Association, Inc. 

Philadelphia Cosmetic Association 

Sales Representatives Association, Inc. 

Philadelphia Textile Salesmen’s Association 

Southern Travelers’ Association, Inc. 

The Far Western Travelers Association, Inc. 

The Piece Goods Salesmen’s Association, Inc. 

Toy Knights of America, Inc. 

Underwear-Negligee Associates, Inc. 

Empire State Furniture Manufacturers Representatives, Inc. 
Furniture Manufacturers Representatives of New Jersey, Inc. 

Luggage and Leather Goods Salesmen’s Association of America, Inc. 
New Jersey Paint Travelers Association, Inc. 

Boot & Shoe Travelers’ Association of New York, Inc. 

Maryland Wholesale Furniture Salesmen’s Association 

New York Candy Club, Inc. 

Philadelphia Manufacturers Representatives Association 

Mr. Krocu. I would like to ask Mr. Oppenheimer if he appears 
here as the authorized representative of the National Council of 
Salesmen’s Organizations. 

Mr. OrreNHeEIMeER. Yes, sir. 

Mr. Kreocu. And your appearance here is for the purpose, as you 
have stated in your formal statement, of supporting the pending bills 
and urging their enactment ? 

Mr. Orrennermer. Very much so. 

Mr. Krocu. And you indicated that there would be approximately 
2 million people affected in your class? 

Mr. OrrennetMer. Pardon me. Possibly I was optimistic. 

About a million and a half is closer to the figure. 

Mr. Surpman. May I make this observation, too, Mr. Keogh, that 
of the million and a half we have a mixture of both employee salesmen 
and independent contractors, the latter being in the category of self- 
employed. Our representation here is of both categories. And 
critically important is that the employee salesmen, the great majority 
of them, are totally pensionless and must continue and will continue 
to be so as a practical matter by virtue of the fact that the great pre- 
ponderance of their employers are the small, medium-sized firms who 
cannot avail themselves of the present tax law. 

Mr. Krocu. Thank you very much. 

The CuatrMan. That completes your statement ? 

Mr. Sureman. Yes. Thank you very much. 

The CHatrMan. We thank you for the information given the 
committee. 

I observe the presence of our colleague Mr. Chudoff of Pennsyl- 
vania. 

Do you desire to appear at this time ? 

Mr. Cuuporr. Mr. Chairman, I do desire to appear, but I believe 
present is Mr. Spofford who represents the Philadelphia Bar Associ- 
ation, who has been chairman of a special committee set up by the 
bar association for retirement benefits for lawyers, and who has done 
a considerable amount of work in cooperation with the other members 
of the committee. 

I would like to os after he speaks. 

Che CuarrMAN. He is on the calendar as the next witness. 
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Mr. Cuvuporr. I would like to appear after him. 

The Cuarrman. All right. 

Mr. William R. Spofford, come forward, please. = __ 

Please give your name, address, and the capacity in which you 
appear for the record. 


STATEMENT OF WILLIAM R. SPOFFORD, CHAIRMAN, PHILADEL- 
PHIA BAR ASSOCIATION’S COMMITTEE ON LAWYERS’ RETIRE- 
MENT BENEFITS 


Mr. Srorrorv. My name is William R. Spofford. I am a member 
of the Philadelphia law firm of Ballard, Spahr, Andrews & Ingersoll. 
For the past 2 years I have been chairman of the Philadelphia Bar 
Association’s committee on lawyers’ retirement benefits. The other 
members of this committee are Sanford D. Beecher, Sabata M. 
Bendiner, Earl Chudoff, Stephen T. Dean, Frederick E. 5. Morrison, 
Fred L. Rosenbloom, Hugh D. Scott, Jr., Richard W. Thorington, 
Lewis Weinstock, Andrew B. Young. 

I should like to call attention to the fact that two distinguished 
Members of this House are members of our committee. You have 
heard from one, the Honorable Hugh Scott, and, from what I have 
just seen, I think you will hear from the Honorable Earl Chudoff. 

Our committee, after considerable deliberation, concluded that the 
principle of retirement benefits provided by H. R. 10 and H. R. 11 
introduced in the 83d Congress represented the most practical ap- 
proach to our immediate problem, to wit, the establishment of a system 
whereby the self-employed lawyer could provide for his retirement 
through the use of earnings accruing through his personal efforts in 
the practice of the law. Accordingly, we recommended to our associa- 
tion the adoption of the following resolution : 

Resolved, That the Philadelphia Bar Association endorses in principle the 
system of retirement benefits embodied in H. R. 10 and H. R. 11 pending before 
the 88d Congress at the time of its adjournment and favors the early enactment 
of legislation which embodies the principles of said bills ; further 

Resolved, That the committee on lawyers’ retirement benefits be authorized 
to adopt such measures as may be reasonably appropriate in its opinion to 
promote the enactment of such legislation by the 84th Congress including co- 
operation with the American Bar Association and interested organizations in 


the Philadelphia area and to take such other appropriate steps as may be feasible 
within the limits of personnel and resources at its disposal. 


The foregoing resolution was adopted by the Philadelphia Bar 
Association at its quarterly meeting in December 1954. We, there- 
fore, join in the statement made by Mr. George Roberts on behalf of 
the American Bar Association. Current income tax rates make it 
difficult, if not impossible, for the average lawyer and other self- 
employed persons ta provide adequately for old age out of savings 
available after the payment of Federal income taxes. The income tax 
exemption allowed for contributions to employee pension plans is not 
available to the majority of lawyers, for whom an employee status 
does not obtain. This discrimination in the law has directed attention 
to the need of a plan under which professional groups and other self- 
employed persons may be accorded similar favorable tax treatment 
with respect to savings set aside and earmarked for retirement. 

The Jenkins-Keogh bill is not special legislation for the benefit of 
lawyers. It is a bill for all self-employed persons and the pensionless 
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employed. We do not represent that the details of the bill are in all 
respects perfect. The general principles of the bill, however, are 
believed to be sound and the sooner they are enacted into the law the 
sooner will their benefits become available. Additional refinements 
can come later if and when experience shows them to be desirable. 

In our opinion, the need for this legislation is entirely separate and 
unaffected by any action by the Congress in expanding the social- 
security system to include lawyers. While we consider that the pro- 
posed extension of compulsory social-security coverage to include 
self-employed professional groups is desirable, the point which we 
wish to emphasize is that the inclusion of lawyers and other profes- 
sional groups under social security will not in any way eliminate the 
need for the Jenkins-Keogh bill. The bill is designed to provide an 
opportunity to the self-employed and the pensionless employed by 
dint of savings laid aside during years of maximum productivity to 
provide retirement benefits reasonably commensurate with their old- 
age needs. Under present pension plans set up by employers under 
section 401 of the Internal Revenue Code, the deductibility of the 
employers’ contributions is in no way prejudiced by social-security 
benefits. It is generally recognized that such benefits are inadequate 
to provide respectable subsistence for many wage-earning groups, and 
we suggest that such inadequacy is surely no less acute in the case of 
self-employed groups. 

It has been suggested that the bill is a rich man’s bill and that the 
impact upon the revenue would be great. Most lawyers do not qualify 
as rich men, and while the $7,500 limit provided in the bill may seem 
to many to be a bonanza, it is not even remotely possible that the 
average exclusion would be more than a small fraction of this max- 
imum. We, of course, cannot estimate what that average might be 
since participation in the program would be on a voluntary basis and 
the freezing of the fund until age 65 except in disability cases would 
certainly be a deterring factor in the thinking of younger men. Some 
of the tax loss to the ‘Treasury in earlier years would be recouped in 
later years when taxes become payable on annuity receipts. 

Whatever the tax loss might be, it is hardly an adequate reason for 
discriminating against the self-employed and those employees who do 
not have pension benefits provided by their employers. The self- 
employed are asking for the privilege of providing for their later 
years through their own efforts. They are not asking stockholders 
or other interests to do the job for them. We ask that we be given 
the opportunity to take care of ourselves. 

In able it should be stated that the Philadelphia Bar Association 
has endorsed in principle the inclusion of self-employed members of 
the legal profession in social-security coverage on a compulsory basis. 

And, if I may add to my formal statement, I should like to call 
attention to the fact that the American Bar Association has changed 
its position on social security from one of opposition to one favoring 
voluntary inclusion. 

In my personal opinion, the majority of the lawyers in this country 
will not oppose compulsory inclusion. 

The Cuarrman. Does that complete your statement, Mr. Spofford ? 

Mr. Sporrorp. Yes, it does. 
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The CHarrman. We thank you for your appearance and the in- 
formation given the committee. 

Are there any questions ? 

Mr. Jenkins of Ohio will inquire. 

Mr. Jenxktns. How many lawyers do you think you speak for, Mr. 
Spofford ? 

Mr. Sporrorp. Well, I speak for the Philadelphia Bar Association, 
which has a membership of something, I think, slightly less than 
3,000. It does not include all the lawyers in the Philadelphia area 
] would estimate that it includes perhaps two-thirds, or 70 percent, of 
the lawyers in the Philadelphia area. 

Mr. Jenkins. Have you had any contact with bar associations in 
other places ? 

Mr. Srorrorp. With the Pennsylvania State Bar Association. 

Mr. Jenkins. What do you find there ? 

Mr. Srorrorp. Well, the Pennsylvania State Bar Association has 
been studying the problem, sir. I am not a member of the committee. 
I only know by the reports and what I have read. 

I would say that they were generally in favor of the Jenkins-Keogh 
bill. But I cannot say as definitely as I should like that they favor 
inclusion of lawyers in social-security coverage on a compulsory 
basis. 

The Pennsylvania Bar Association has been conducting a plebiscite. 
But, as in the case of so many questionnaires, if you are asked whether 
you favor social-security coverage, then the next question is do you 
favor it on a compulsory or a volunt: wy basis. The natural inclina- 
tion is to sign it voluntary. 

I do not know yet what those results will be. But the action of the 
Philadelphia Bar Association, I am glad to say, was overwhelmingly 
in favor of inclusion on a compulsory y basis, and I think it may have 
a direct effect on the State bar. 

Mr. Jenxtns. It stands to reason the Philadelphia Bar Associa- 
tion would be more uniform in its support than the State because 
the State is made up of lawyers from all the small towns. 

Mr. Srorrorp. There are some 60 counties in the State of Pennsyl- 
vania, and I am not so sure that this matter has been considered by 
the lawyers of this country as much as it should have been. We are, 
as you know, likely to be in the class with a shoemaker’s children. We 
think about our client’s affairs and seldom give sufficient thought to 
our own. 

I am quite certain, if I may make a prophecy, that ultimately the 
lawyers of the country will ‘favor inclusion in social security on a 
compulsory basis. There is no other answer to it. 

Maybe, as some people have testified, the forfeitures loom large in 
the eyes of the man who may feel that at age 65 or 70 he will not 
retire. As long as the good Lord permits me to, I would continue 
to practice my profession. But that is not the view of the younger 
men in the profession, or may I say the middle-aged men in the pro- 
fession. 

These survivorship benefits are most important. But it is not the 
answer to our problem. I think one of the best illustrations of that, 
sir, is the fact that in almost all industrial pension plans where a 
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bargaining unit is involved there is a supplementary pension in con- 
nection with the social-security benefits. 

When I first approached the matter of social-security coverage in 
the Philadelphia Bar Association I may have been somewhat nega- 
tive in my approach. I expected a great deal of opposition from the 
older men. But as I talked steal I found that the younger men 
and the middle-aged men were strongly in favor of it. 

The benefits are great. We are paying for it anyway, as somebody 
said today, in the services and goods that we buy. And it is very short- 
sighted to say that these termination or these default provisions, for- 
feitures, whatever you wish to call them, are too great. We buy fire 
insurance every day in the year, and we hope we don’t have a fire. 

Mr. Jenkins. That is all. 

The Cuarrman. We thank you for your appearance and the infor- 
mation given the committee. 

Now do you desire to appear, Mr. Chudoff ? 

Mr. Cuuporr. Yes, sir. 

The Cuairman. We know you very pleasantly as our colleague in 
the House, but please follow the usual custom and give your name, 
address and capacity in which you appear, for the record. 


STATEMENT OF HON. EARL CHUDOFF, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Cuvuporr. My name is Earl Chudoff. I am a Member of the 
Congress representing the Fourth District of Pennsylvania. 

Mr. Chairman and members of the committee, I am not going to 
take very much of the committee’s valuable time. I know that you 
have very carefully considered this legislation. 

I am a member of the special committee on lawyers’ retirement bene- 
fits set up by the Philadelphia Bar Association, We in Philadelphia 
have given this problem very careful study in every possible consider- 
ation. 

Heretofore members of the legal profession have felt that they were 
some sort of a different kind of individual, that they would work until 
the day they died. And they were more worried about building up an 
estate or worried about how their wives or surviving children were 
going to be taken care of rather than how they were going to be taken 
care of in their old age. 

For many years in Philadelphia we have had a lawyer by the name 
of Michael Saxe who died only about 3 months ago who set himself 
up as a volunteer to take care of all the infirm lawyers who found that 
as they became older they could not run around like most the younger 
lawyers do, and they found that their income was falling off. And, 
as a matter of fact, some of them could not earn a living. 

Mike Saxe was well known to go around to various members of the 
bar in Philadelphia to collect a $10 bill here and there for the pur- 
pose of actually taking care of some lawyers who were starving to 
death and who should be on public assistance but were too proud to 
make application. 

He would also go to the various judges and ask that they give these 
lawyers appointments such as masterships in divorce and other types 
of masterships so they could have something to earn a living. 
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So you can see that members of the legal profession have the same 
problem of not being able to work after they reach a certain age as 
any other ordinary individual. 

Personally, of course, I would like to see the legal profession come 
in under compulsory social security. I believe that the time is coming 
when that will be added to the present social-security law. I thought 
maybe in this Congress something could be done about it. 

Nevertheless, if that cannot be the law I certainly think that H. R. 
9 and 10 answer the problem a little bit, although they are not ideal 
bills. And I can safely say to you gentlemen that a careful study has 
been made and that something should be done this session of Congress 
either to adopt the Keogh-Jenkins bills as the law of the land or bring 
lawyers under social security. 

Our bar association, I believe, in the beginning was definitely 
against compulsory social security. But after very careful study the 
committee recommended to the association that the best way to meet 
this problem would be to blanket the lawyers under social security. 
And on June 7 a resolution was offered to the full association, and the 
association passed the resolution requesting that all lawyers be brought 
under the Social Security Act. 

Thank you. 

The CHatrMAN. Does that complete your statement, Mr. Chudoff ? 

Mr. Cuuporr. Yes, sir. 

The Cuatrman. We thank you for your appearance and the in- 
formation given the committee. 

Are there any questions? 

Mr. Krocu. Mr. Chairman, may I state that I appreciate very much 
our colleague coming in. And I would like to compliment the com- 
mittee of the Philadelphia bar for having selected two outstanding 
representatives to serve on that important committee. 

Mr. Sporrorp. I shal] convey your expression to them. 

Mr. Cuuporr. I would just like to add to my statement that I did 
not want the committee to misunderstand me. I feel that even if law- 
yers are not blanketed under social security this bill is still necessary 
as supplementing legislation. 

The Cuatrman. Allright. We thank you. 

The next witness is Mr. Harry Silverson. 

Is Mr. Silverson here? Mr. Harry Silverson ? 

Mr. Krocu. Mr. Chairman, Mr. Forand, who was acting as chair- 
man just before the recess, indicated to me that someone had asked 
that his statement be inserted in the record. There being no other 
witneses absent but Mr. Silverson, I assume he was the one. So I ask 
unanimous consent that his statement appear at this point in the 
record. 

The Cuarrman. Without objection, it is so ordered. 

(The statement referred to follows:) 


STATEMENT OF Harry SILVERSON, New York, N. Y., IN Support oF H. R. 9 AND 
H. R. 10—INpIVIDUAL RETIREMENT Act OF 1955 


My name is Harry Silverson. I am a member of the New York bar and appear 
before this committee in support of H. R. 9 and H. R. 10. 

I hope I will be forgiven seeming immodesty when I point out that the problem 
to which these two bills are addressed was first brought to the attention of 
the public and the bar in an article I wrote for the March 1947 issue of the 
American Mercury. Thereafter, in further articles of a more technical nature, 
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and in appearances before this committee and the Senate Committee on Finance, 
I have consistently supported this much needed reform in our tax structure. 

I no longer believe it necessary to dwell at length on the nature of the inequity 
to which the self-employed are exposed. President, then General, Eisenhower 
summed it up on October 24, 1952, briefly and accurately in the following words: 

“The Government is rightly concerned with assisting its citizens to provide 
savings for their old age. The Social Security Act of 1935 embodied the doctrine 
that society through government should provide minimum benefits for the aged. 
We all favor this. 

“In 1942 the Government made an important supplement to the Social Security 
Act by legislation which offered tax advantages to corporations and their em- 
ployees in the establishment of pension funds (sec. 165 of the Internal Revenue 
Code). Iam thoroughly in accord with the principle of this legislation. Over 
16,000 pension plans have been filed under this law providing more adequate 
security for the employees of corporations covered thereby. When this legis- 
lation was being considered, self-employed individuals were evidently forgotten. 
Yet they get old and sick just as other people do. There are over 10 million 
workers who cannot take advantage of these tax-relief provisions now offered to 
corporations and their employees. They include owners of small businesses, 
doctors, lawyers, architects, accountants, farmers, artists, singers, writers—in- 
dependent people of every kind and description but who are not regularly em- 
ployed by a corporation. I think something ought to be done to help these peo- 
ple to help themselves by allowing a reasonable tax deduction for money put 
aside by them for their own savings. This would encourage and assist them to 
provide their own funds for their old age and retirement. If I am elected I will 
favor legislation along these lines.” 

By permitting the self-employed (as well as the employed not covered by 
pension plans) to set aside from their annual income amounts which will be 
subject to tax only when withdrawn, in a later year, H. R. 9 and H. R. 10 will 
accomplish the result which the President pledged and for which he pleaded. 

Of course, there may be some details with respect to which reasonable people 
may differ. For example, I have always advocated that the funding of the 
moneys set aside be effectuated through a special type of nonassignable Govern- 
ment bond, whereas the bills under discussion provide for such funding through 
the medium of trusts and insurance-company annuities. But this is not of the 
essence. Some may suggest that it is wrong to allow capital-gain treatment 
of lump-sum withdrawals even though such treatment is afforded many em- 
ployees covered by pension plans. Again, this is not of the essence. The Treas- 
ury may contend that too large a revenue loss will be suffered under the maxima 
proposed in these bills. I personally cannot see how even a rough estimate of 
the revenue loss can possibly be made until the plan is given a trial. Be that 
as it may, I would favor giving the Treasury the benefit of the doubt and lower 
the maxima provided in the bills. After a year of operation we will be in a 
position to judge whether the Treasury has been guided by exaggerated fears 
in arriving at its estimates. If, as I believe, the revenue loss will be far less 
than anticipated, the maxima can be raised. In short, let us adopt the principle 
and permit the passage of time to teach us how to perfect the implementation. 

If this committee is not prepared to make even so modest a beginning then I 
submit, most respectfully but most earnestly, that elementary fairness requires 
that all provisions of the Internal Revenue Code dealing with pension and profit 
sharing plans be repealed. I find it difficult, as do many others, to understand 
why a corporate executive may provide for his retirement through an employer 
sponsored pension plan, while his opposite number in a profession, or operating 
his own business, or on the farm, cannot do so. I suspect that this unequal treat- 
ment in an area where equality is so easily attainable has been permitted to 
continue because Congress has simply not had the time to deal with it. A 
wonderful job in correcting other long-standing inequities was achieved or at 
least begun last year with the adoption of the new Internal Revenue Code. 

The year 1955 is not too early to do something to correct the most glaring 
omission from that code—the failure to grant an opportunity to the self-em- 
ployed “to provide their own funds for their old age and retirement.” 


The Cuarrman. That completes the call of the calendar for today, 
and the committee will stand adjourned until 10 o’clock in the morn- 
ing. 

(Whereupon, at 4:05 p. m., the committee was recessed, to be recon- 
vened at 10 a. m., Tuesday, June 28, 1955.) 
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THURSDAY, JUNE 28, 1955 





Howse or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in the main 
committee room of the House Committee on Ways and Means, Hon. 
Hale Boggs presiding. 

Mr. Boges. The committee will come to order. 

The first witness is Hon. Abraham J. Multer, Member of Congress 
from New York. 







STATEMENT OF HON. ABRAHAM J. MULTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 
































Mr. Murer. Thank you, Mr. Chairman, and members of the com- 
mittee, for the opportunity to appear here and briefly urge the enact- 
ment of H. R. 9 and 10, which you are now considering, which we 
sometimes refer to as the Keogh-Jenkins bill or bills. 

Very few people can object to the principle of this bill. I think the 
bills have been before the Congress for several sessions. They have 
had wide publicity. And I think the support of the bills has been 
widespread and almost uniform, from every segment of the economy 
where we find persons engaged in business for themselves. The pro- 
fessional men and the nonprofessional men, all those who are self- 
employed, have been looking for some time for an opportunity to par- 
ticipate in a program that will give them some means of security in 
the days at the end of their professional or business careers when they 
should be in a position to retire. 

I think this incentive of the tax exemption, provided for in this bill, 
is the one sure way of getting this kind of a voluntary program started. 

I would like to see it undertaken in accordance with the terms of 
the Keogh bill; but if the members of the committee feel that that 
is going a little too far, possibly because you do not know the full 
implication of the tax revenue laws, then I urge that at least we make 
a start and enact a bill which will cover those principles, and then, 
after a year or two of experience under that type of a program, we 

can review it again and decide whether it should be expanded « 
dropped. 

I am certain, from all of the mail that I have had on the subject, 
from all across the country, not only out of my own district, that 
almost every professional organization, whether it be in law or medi- 
cine or dentistry or accounting or engineering, wants a bill of this kind. 
And I think it is time for the Congress to enact such a law and put it 
into effect. 
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I do hope that the committee will see fit to report this bill this year 
and get it on its way. 

Mr. Boaes. Does that complete your statement ? 

Mr. Mutrer. Yes, Mr. Chairman. 

Mr. Boces. Are there any questions ? 

Mr. Kroeu. Mr. Chairman, if none of my seniors wants to ask any 
questions, I want to propound 1 or 2. 

Mr. Bocas. Mr. Keogh is recognized. 

Mr. Keoeu. Mr. Multer, you are a lawyer, are you not ? 

Mr. Mutter. Yes, Mr. Keogh. I have been practicing law for well 
over 30 years. 

Mr. Keocu. You are, however, a member of an existing retirement 
system, are you not? 

Mr. Mouurer. Yes, I am. 

Mr. Krocu. And, therefore, you are not in a position to benefit 
by this bill as it pends before the committee. 

Mr. Mucrer. I am in the fortunate position of being a member of 
two retirement systems, the Federal system and the New York State 
system. I am not urging this for myself. I am urging it for people 
who are less fortunate, are not even members of a single system, and 
cannot join a single system. 

Mr. Keocu. And you recognize that the bill undertakes to remove 
a discrimination that is worked against the self-employed for many 
years. 

Mr. Moturer. That is one of the reasons why I have joined you in 
urging enactment of your bill. 

Mr. Keocu. Would you tell us whether it is your opinion that the 
inclusion of those self-employed groups within social security would 
remove the existing discrimination. 

Mr. Mutrer. It would not remove the discrimination. It might 
tend to lessen it. 

Mr. Kroon. If the self-employed groups were to be embraced within 
social security, would there be any less need for the pending bill? 

Mr. Mutrer. I would not say there would be less need for it. You 
are now getting into the degree of help we should give. If they are 
included within social security, at least they have some retirement fund 
to look forward to, even though not very much. 

Mr. Kxrocu. The fact of the matter is that these bills are intended 
to equalize the benefits that are now accorded the corporate employees 
and officials of corporations. 

Mr. Mutter. This will go a long way toward equalizing those bene- 
fits and giving to them the benefits that they cannot acquire because 
they are not employed by large corporations and cannot get into other 
pension systems. 

Mr. Krocu. And those who are presently beneficiaries of existing 
retirement systems are entitled, in addition to those benefits, to qualify 
for and receive their social-security benefits; is that correct? 

Mr. Mutter. Yes, sir. That is correct. 

Mr. Krocu. Whereas the self-employed groups in whose behalf 
you have appeared here this morning have neither, for the most part. 

Mr. Motrer. That is correct, sir. 

Mr. Kerocu. Thank you, Mr. Chairman. 

Mr. Boces. Any further questions? 

If not, we thank you very much for your statement. 
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Mr. Muurer. Thank you for the privilege of ap 


earing to testify. 
Mr. Boges. The next witness is Congressman Lat 


cis of New York. 


STATEMENT OF HON. HENRY J. LATHAM, A REPRESENTATIVE IN 
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Mr. Larnam. Mr, Chairman, I appreciate the opportunity to say 
a few words on the subject which you are considering at the present 
time. 

Congressman John Ray and I have been working along parallel 
lines to the Jenkins-Keogh approach to this problem for some time. 
Congressman Ray and I, and others, have introduced bills which are 
somewhat different from the Jenkins-Keogh bills, but which seek to 
accomplish the same purpose, by and large. 

I would like to mention 1 or 2 differences between these 2 approaches, 
first. 

I believe that in our bills, the Ray, Latham, and other bills, of simi- 
lar nature, we have one feature which is very highly desirable and an 
improvement on the Jenkins-Keogh approach. In our bills, we make 
this plan open to everybody except those who are presently getting the 
tax advantage, those who are employees of these corporations. In 
other words, we make this plan available to everybody, irrespective of 
whether he is in social security, whether he is a bricklayer or a farmer 
or a carpenter or a Member of Congress, or anybody else. It has 
almost universal application; thereby completely removing the dis- 
crimination in favor of certain corporation employees. 

We think that this would remove a considerable amount of the oppo- 
sition to the plan. You could no longer label it, as some have errone- 
ously done, and call it a rich man’s bill; because everybody could take 
advantage of it. If aman presently under social security wanted to 
save a little extra money and put it aside in a bank, as we propose in 
our plan, and then invest it to take care of his own retiring years, he 
could do it. We would remove that objection. 

Now, the feature of the Keogh-Jenkins bill which I like better than 
my own bill is the money limitation. 

‘We sat down, John Ray and I and others, and worked out a bill 
which we thought provided the very minimum in benefits and advan- 
tages, and as a matter of fact, the limitations were so great that they 
approached the point of hardly being worthwhile. 

I would like to see the limitations in our plan increased somewhere 
up to the point of the Keogh bill. We limit the money which is set 
aside to 5 percent, and in no event greater than $3,000. The Keogh 
limitation, as I understand it, is $7,500. 

Ours are too small. There is no reason why they should not be 
higher. But we were trying to get a proposal which would be ac- 
cepted now, and we put very low figures in our own bill. 

Now, there are many advantages to this plan generally. I think this 
is &@ measure which is enormously important. It would remove 
discrimination against the majority of the American people, if we put 
through this proposal at the present time. We hear a lot about dis- 
crimination against minorities. The present law discriminates against 
the great majority of the American people who are bearing the burden 
of carrying the financial load of this Government. 

It would certainly encourage thrift by all people, particularly un- 
der our plan, that has universal application. It would increase the 
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self-reliance of the American people, because they would know that 
they were building for themselves a little bit of security in their old 
age, and they would not look so much to the Federal Government for 
ald. 
It would provide, particularly under our plan, a vast new amount 
of risk and investment capital, which would be good. It would 
stimulate our economy. And it would make for a much larger 
participation by millions of Americans in the productive facilities of 
this country. 
It would build into our American system a permanent spirit or plan 
of incentive, which would, to borrow the words of Lincoln, give this 
country a new birth of freedom, in my opinion, and a new strength 
which it has not known before. 
In a very large sense I think, too, that such a plan, which would 
stimulate the thrift and self- reliance of our people would be an 
answer to the ideological threat of collectivism which is certainly 
present in our country ‘today. 
Now, it is my understanding that some in the administration have 
said that we cannot afford this plan now. I would like to say that in 
my opinion if we cannot afford it now we will never be able to afford 
it, and if we do not write it into the law now we will never write it 
into the law. 
You know, we Republicans concede that this is the most prosperous 
year in our country’s history. We had better write it now, or we will 
never have another chance. 
I do not think that we would lose very much in income at the pres- 
ent time. I think that the current law—of course, that would be 
picked up later; it is just a deferment of taxes; it is not a cancella- 
tion of taxes. But in any event, I think that the slight loss in cur- 
rent taxes which we would experience today would be more than made 
up for in a year or so by the stimulation to our economy. It would 
make for more transactions in the real estate market, which would 
mean more taxes; more transactions in the stock market, which would 
mean more taxes. It is my opinion that we cannot afford not to pass 
this plan. 
I look upon this as an opportunity to do something solid and some- 
thing good for this country, and for the great majority of the people 
of this country, who are carrying the major load financially of our 
Government operations. 
This idea was advanced a couple of years ago by President Eisen- 
hower. He has had many good ideas, and I think this is one of the 
best. 
I hope that this committee will pass out this plan some time this 
session of Congress before we adjourn. Thank you very much. 
Mr. Bocas. Any questions? 
Mr. Saptak. Mr. Chairman, I wanted to ask Mr. Latham the num- 
ber of his bill. 
Mr. Kroon. H. R. 2092 is the Ray bill. 
Mr. Latrnam. It is H. R. 2154. It is identical with the Ray bill. 
Some 20 Members of Congress got together and worked on this, and 
we all introduced identical bills. 
Mr. Saptak. I will say the gentleman made a very fine presentation. 
Mr. Bocas. Any further questions ? 
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Mr. Krogu. Mr. Chairman, I would like to commend our dis- 
tinguished colleague from New York for his appearance here this 
morning. 

Now, Mr. Latham, as I understand it, you have come in here pri- 
marily for the purpose of urging the consider: ation of your bill, which 
is a companion to the bill introduced by Representative Ray, of New 
York. 

Mr. Larnam. Not completely. I favor this plan. I feel very 
strongly about it. I like some of the features of your bill better than 
I do my own. We worked on this collectively, and we compromised 
some of our ideas, and they are embodied in our bill. 

But as I say, I like the money limitation in your bill better than in 
ours. On the other hand, I like the more universal application of this 
plan, its application to more people, more groups, as we set it forth, 
in preference to what you do in your bill. 

Mr. Kroeu. I notice that Representative Ray is the next witness. 
I trust that you would not mind if I were to defer some questions with 
respect to the universality of your bill until Mr. Ray has testified. 

Mr. Larnam. I might say that Congressman Ray has done more 
work on this than any of the other cosponsors of the Ray bill, and he 
probably, being a very distinguished lawyer and a very able one, 
would be better able to answer your questions on that subject. 

Mr. Kroc. Well, I did not mean to appraise the ability of either 
one with respect to the other, for I am sure that you can answer any 
questions that I might put to you. But I notice that Mr. Ray has 
a formal statement, ‘which probably will afford the committee a fuller 
opportunity to become acquanited, if they are not already fully 
acquainted, with this matter. 

Mr. Latruam. Yes, I will be very happy to yield to Congressman 
Ray, and in fact, suggest that. 

Mr. Krocr. But you indicated that you liked some of the pro- 
visions of the pending bills better than the provisions of your own bill. 

Mr. Latruam. That is true. 

Mr. KrocH. Would you say that, to use a much used term, “on bal- 
ance” you would prefer H. R. 9 or 10 to your own bill? Or do you 
think it should be a combination of both ? 

Mr. Larnam. I believe that I would like to see a combination of 
some features of our bill and many features of your bill. 

Mr. Kroon. Well, the only thing that concerns me—and I am going 
to try to talk to Mr. Ray about it when he testifies—is that if one of the 
primary objectives of the pending bills is to remove a discrimination 
that has operated against the self-employed groups, then it would 
seem to me that any plan that would heal the benefits of the pending 
bills to other segments of the country, namely, those who are in exist- 
ing retirement “systems, those who are perhaps covered by social 
security, and those whose income is primarily or wholly unearned, 
would not be removing the discrimination, but would rather be ag- 
gravating it. 

Mr. Latuam. Well, I suppose there is something to be said for that 
view. I do not fully agree with it, however. 

Mr. Kroon. Well; that is what makes our countr y strong. 

Mr. LatrHam. I might say that I agree with it in part. I don’t think 
that this plan should be applicable at all to unearned income. It 
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should apply only to earned income. I am not in favor of giving any 
advantage to the coupon clippers who sit back with a lot of bonds and 
clip their coupons. I am not in favor of giving them any coverage 
under this plan. 

Mr. Koon. I may be wrong, but I think that that is just what your 
bill does, when you permit of the setting aside of one-half of the maxi- 
mum to all the other groups. I do not recall that you made any dis- 
tinction, nor have you limited it only to earned income, as the pending 
bills do. 

Mr. Laruam. I have not read my bill in some time, but I feel com- 
pletely sure that we nailed that down tight, that it does not apply at 
all to unearned income, and no moneys could be set aside under our 
plan out of unearned income. 

But I think that Congressman Ray would verify that. It is a rather 
complicated matter, as you know, one which affects many provisions 
of the law. But I am certain that our bill does not permit any cover- 
age under this plan for money which is unearned. 

Mr. Keoeu. [ see. But you limit your reduced payments to those 
who are members of existing retirement systems, whether public or 
private. 

Mr. LaruHam. No. In other words, we take the class that are 
presently favored by the tax laws, members of corporations that get a 
tax concession out of current income. We say that everybody else has 
« right to come in under that. 

Now, that would include people under social security who want to 
supplement their social security retirement, and everybody else, any- 
body else, making the coverage and the application very broad and 
almost universal; completely, as we see it, removing the discrimi- 
nation. 

Mr. Krocu. I have no further questions, Mr. Chairman. 

The Cuairman. Any further questions ? 

If not, we thank you for your appearance and the information you 
have given the committee. 

The next witness is our colleague, Mr. Ray. 

Come forward, please, Mr. Ray. We know you very pleasantly 
as our colleague in the House, but please foHow the usual custom by 
giving your name, address, and the capacity in which you appear, for 
the record. 


STATEMENT OF HON. JOHN H. RAY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Ray. Thank you, Mr. Chairman. I am John H. Ray, 15th 
District of New York. 

I do not wish to read even all of the short statement that I have 
prepared, because it would be repeating what-others have covered. 

With all others who have testified, I agree that the present laws 
do discriminate and that the discrimination should be promptly 
removed by appropriate legislation. 

The chairman and the members of this committee are to be con- 
gratulated upon their decision to investigate the problem, and upon 
these hearings. 

Since the purpose of the bills under discussion is to remove the 
<liscrimination by granting equitable tax incentives to those now 
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denied those benefits, there are two basic problems; First, to define 
and measure the benefits which are now received in the favored group, 
and which are denied to others; and second, to define and measure 
corresponding benefits in terms applicable to the situations of those 
now discriminated against. 

These problems are simple to state but are very difficult and compli- 
cated to answer. In fact, they cannot, I believe, be answered with 
mathematical precision. 

H. R. 9 and H. R. 10 represent a serious effort to answer those 
problems. When similar bills were the subject of hearings before 
this committee in 1952, there was strong support for those bills from 
most of the groups who now support them, and also there was strong 
opposition from the Government on the ground that the remedy pro- 
vided by the bills was too costly. : 4 

Perhaps it is reading between the lines, but those hearings left me 
with the impression that the bills were regarded as overgenerous, or, 
to put it another way, as perhaps creating new discriminations in favor 
of those who would benefit under the bills. Whatever the reason, the 
bills were not reported out. 

In view of this situation, and also for other reasons, those mentioned 
by Congressman Latham this morning, 9794 in the 83d Congress, and 
the same bill as H. R. 2092 and other numbers in this Congress, were 
not reported out. A comparison will show that there are many dif- 
ferences between H. R. 9 and 10 on the one hand and H. R. 2092 on 
the other. Those differences will merit the serious consideration of 
this committee when it reaches the point of reporting out a bill; but 
for present purposes it seems sufficient to point out that the schedule 
of amounts of payments into a pension fwid which an individual 
would be entitled to deduct from otherwise taxable income, as shown 
in H. R. 2092, is lower than the schedule provided by H. R. 9 and 10. 

It was hoped that the Treasury’s opposition to HL, R. 2092 would 
be correspondingly lessened. That has not proved true. 

Whether the schedule for H. R. 9 and 10 or the schedule for H. R. 
2092, or some other schedule, would provide the most equitable measure 
of the tax incentives which are necessary to correct the existing dis- 
crimination, depends on figures which can only be supplied by the 
Treasury; and thus far I have been unable to obtain those figures. I 
have not had an opportunity to study carefully the testimony and 
the figures presented yesterday, but as I listened, it seemed to me 
those figures did not meet the problem before this committee. 

The scale of benefits provided by H. R. 9 and 10 has received wide- 
spread support. I am glad to endorse the general purpose of those 
bills and will be glad to support their schedule of benefits if it can 
be established that they are a reasonable measure for the correction 
of the discrimination which exists. I would not, and I am sure this 
committee would not, favor legislation which would correct one dis- 
crimination by setting up another in a reverse direction. 

I hope the committee will insist upon and will obtain the necessary 
figures from the Treasury, and that it will find itself in a position to 
bring out promptly a bill that will be equitable to all. 

The Cuarrman. Does that complete your statement, Mr. Ray? 

Mr. Ray. Yes, sir. 

The Cuarrman. We thank you for your appearance and the in- 
formation given the committee. 

Any questions ? 
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Mr. Kerocu. Mr. Chairman, I would like very much to ask a few 
questions. I was waiting for some others to. indicate their desire to 
do so. 

The Cyarmman. All right. The gentleman from New York is 
recognized, 

Mr. Krocu. Mr. Ray, I wonder if you would care to comment on 
the colloquy I had with Representative Latham with reference to the 
coverage of your bill. 

Mr. Ray. There are two tables which have been prepared. One was 
introduced yesterday, in connection with Mr. Williams’ testimony, I 
believe, and the other has been prepared by Dr. Dickinson, and I think 
you have it. I do not know whether it has been submitted to the com- 
mittee or not. But each is a parallel column treatment. Dr. Dickin- 
son’s treatment is more in detail than is that presented by the Treasury 
yesterday. And if you will refresh my recollection as to the particular 
points of difference that interest you, I will try to answer. 

Mr. Kroeu. My point is that your bill extends its benefits not only 
to those self-employed groups who are the beneficiaries of the pending 
bills, but you do have a provision, do you not, to extend benefits to 
those who are already covered by retirement systems, private or public ? 

Mr. Ray. Witha reduced scale. 

Mr. Kerocu. With a reduced amount. In other words, you permit 
of the setting aside by the first group of a maximum of 5 percent of 
earned adjusted gross income, as defined, up to $1,000, increasing to 
$3,000 over a 3-year period, and you provide for 21% percent of earned 
adjusted gross income up to $1,000, increasing to $3,000 over a 3-year 
period, to those who are presently members of existing retirement 
systems, whether public or private. 

Mr. Ray. Those are not carefully studied out recommendations 
based upon detailed facts. They are suggestions, and I hope the com- 
mittee will take them in that way. They are prepared, as your bill 
was prepared, without the benefit of figures from the Treasury, which 
are the only source, I believe, from which you can get a yardstick. 

I do not know whether the yardstick that will develop from those 
figures will show that those people who now are participants in other 
plans ought to be included or not. It is possible that they will, be- 
cause the plans vary so widely. 

Mr. Keoau. I realize the danger of recalling previous testimony. 
But on yesterday we received a suggestion, as a substitute for the 
pending bills, and that suggestion contemplates the setting up of 
tables, the details of which will be furnished by the Treasury Depart- 
ment following an analysis of sufficient of the existing 26,000 cor- 
porate plans of retirement to set up these corresponding tables of age 
groups and contributions made under the existing plans, with a view 
of applying precisely those tables to the self-employed groups; in other 
words, attempting to reach a mathematical certainty that these self- 
employed groups now given no incentive would be given precisely the 
same incentives that are permitted under existing law to the corporate 
plans. 

Would you be able to give a reaction to that proposal ? 

Mr. Ray. Clearly, the purpose is the purpose that we all have, the 
purpose to measure the existing discrimination and to have that deter- 
mined by the Secretary of the Treasury. My instinct is that that 
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ought to be determined and produced by the Treasury Department 
before we draw a bill. And the bill should be definite, rather than 
provide a pattern under which the Secretary of the Treasury will 
later make decisions. 

Mr. Krocn. I should perhaps have added to my statement that the 
substitute would provide that pending the completion of that study 
and the furnishing of those mathematically accurate tables, the basic 
provisions of the pending bills would be enacted. In other words, 
the 10 percent maximum would become effective, subject to revision 
downward or upward, according to how the study of the 26,000 exist- 
ing approved corporate retirement plans would reveal the necessity 
therefor. 

Mr. Ray. I come back to what I said was an instinctive answer. I 
have not had time to study the proposed amendment. I think the 
Treasury can furnish that information, all the information that is 
necessary, for the preparation of a bill, very shortly. Some of it was 
given to me nearly a year ago, but incomplete. 

Mr. Kroen. I wish I could agree with you, Mr. Representative ; but 
unfortunately, my experience with the Treasury Department in the 
present and the previous administration is that it has taken an inordi- 
nately long time to report on the pending bills, and the report in effect 
says, “This is not the time to do what you propose.” 

Mr. Ray. I do not think, personally, that we can stand on that. 
There is a discrimination. And when you find the discrimination, 
it ought to be corrected. If it means more taxes somewhere else, that 
is all right. But the discriminations ought to be corrected, in my 
book. 

Mr. Kroeu. And do you not agree with me, assuming there is a dis- 
crimination against these self-employed groups, that it borders on 
being unfair for one to contend that the removal of that agreed dis- 
crimination would be costing the Government anything, when as a 
matter of fact the revenues that the Government now receives from 
the groups discriminated against is in effect an unjust enrichment of 
the Government ? 

Mr. Ray. The discrimination should be corrected. 

Mr. Kreocu. You agree that there is a discrimination / 

Mr. Ray. Oh, yes. Yes. I think we need to measure it and make 
our correction as accurate as we can. And I think we can get the facts 
for that, if they are insisted upon, promptly. 

Mr. Kerocu. And do you not agree that any expressed estimate of 
the loss of revenues to the Government predicated upon the hypothesis 
that every eligible individual will participate in the proposed plan to 
the maximum is unrealistic, unfair, and misleading ? 

Mr. Ray. Yes. It has no place. We know that not everybody will 
take advantage of it. 

Mr. Krocu. Well, for example, we had the expression yesterday 
that assuming that obviously unrealistic state of facts, namely, that 
every self-employed in the country would participate in the plan pro- 
posed under the pending bills to the maximum, the loss of revenue 
would be in excess of $3 billions, when the limitation in the bill is at 
maximum 10 percent of the savings of those groups, because it will 
be out of their present savings that these contributions will be made; 
and therefore it assumes that the total savings of those groups in this 





118 INDIVIDUAL RETIREMENT ACT OF 1955 


country is in excess of $34 billion a year, which is obviously unrealistic. 
Do you agree with that statement generally ¢ 

Mr. Ray. Well, now that you have adaed the word “generally” I 
think I can say yes. The total figure, $3,400 million, is just a starting 
point for other calculations. 

Mr. Keocu. Other calculations downward, however. 

Mr. Ray. That is right. 

Mr. Kroon. And when you realize that the provision of the pend- 
ing bill which freezes the contributions made by the individual after 
membership of 5 years or more, until he reaches age 65, or earlier 
becomes totally and permanently disabled, will be a serious deterrent 
to many of the younger professional men in the country from entering 
into any such plan ? 

Mr. Ray. I think that is true. 

Mr. Keroeu. And to the extent that any of them are discouraged 


from participating in the plan, there will be a proportionate reduc- 
tion of the “loss” in revenue. 


Mr. Ray. That is right. 

Mr. Krocu. But rather, in truth and in fact, there will simply be a 
continuance of the unjust enrichment that the discriminatory tax laws 
imposes upon those professional people. 

Mr. Ray. It will be less unjust if the individual has a chance to cor- 
rect it and fails to take advantage of that chance. 

Mr. Keroeu. I have no further questions, Mr. Chairman. I would 
like to again express my appreciation to my distinguished colleague, 
whose knowledge of this subject is well known, and whose testimony 
would, I am sure, be of considerable assistance to those members of 
the committee who are interested, as we all are, in correcting all in- 
equities. 

The Cuatrman. Mr. Baker of Tennessee will inquire. 

Mr. Baker. Congressman Ray, were you here when the Secretary of 
the Treasury appeared ? 

Mr. Ray. Yes. 

Mr. Baxer. What do you think of the suggestion made by the Sec- 
retary of the Treasury that before any of these plans should go into 
effect all these self-employed people, like lawyers and doctors and 
dentists, should be compelled to come under social security. 

Mr. Ray. I have not been able, myself, to see the connection. 

Mr. Baxer. I had not at the time. I did not explore it. That 
means that you first get the revenue? Is that the idea? that that 
would take up some of this loss? 

Mr. Ray. I assume that is a part of the computation. They pay 
for a part of what would otherwise be a pension. They pay the Rest 
bite of it, perhaps, through social-security charges. 

But it seems to me those are really two separate problems. 

Mr. Baxer. That is all. 

The Cuarrman. Any further questions ? 

If not, we again thank you for your appearance and the informa- 
tion given the committee, Mr. Ray. 

Mr. Ray. Thank you, Mr. Chairman. 

The CuatrMan. The next witness is Hon. John J. Flynt. 

Mr. Flynt, we know you very pleasantly as our colleague in the 
House. Will you please follow the usual custom and give your name, 
your address, and the capacity in which you appear, for the record. 
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STATEMENT OF HON. JOHN J. FLYNT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA 


Mr. Frynt. Thank you, Mr. Chairman. 

I am John J. Flynt, Representative from the Fourth District of 
Georgia. I appreciate the privilege of appearing before the com- 
mittee both as a Member of Congress in support of this bill and as a 
member of the legal profession and a former official of the Georgia 
Bar Association. 

I support this bill, or rather, these two bills, H. R. 9 and H. R. 10, 
the purpose of which seems to be to encourage the establishment. of 
voluntary pension plans by self-employed individuals in a manner sim- 
ilar to or identical with existing social-security statutes. 

I appear primarily to voice the feelings of my fellow members of 
the Bar of Georgia and of the officers and members of the Geor gia 
Bar Association. 

It has been the practice, in accordance with the constitution and 
by-laws of the Georgia Bar Association, for that association of lawyers 
to meet in annual meeting once per year, and in the interim between 
annual meetings to have ‘at least one quarterly meeting of the board 
of governors. The Georgia Bar Association board of governors con- 
sists of some 40 members, one from each judicial circuit of the State, 
and 5 or 6 ex officio members. 

The purpose of these quarterly meetings is to discuss matters of 
general interest to the Bar, to the bar association, and to make cer- 
tain recommendations to the annual meeting, which is usually held in 
May or June of each year. 

During the year 1954 and 1955, at more than one of these quarterly 
meetings, the question of Federal legislation, which would have the 
effect of bringing lawyers under the provisions of the Social Security 
Act, on either a voluntary or a compulsory basis, was discussed at 
length. This question was brought up early in the year, in order 
that all members of the board of governors, their alternates, and 
committee chairmen, might have a full opportunity to discuss this 
matter with members of the bar who reside and practice in their re- 
spective areas of residence. 

At the April 1955 meeting of the board of governors of the Georgia 
Bar Association, after considerable discussion, the question was voted 
upon, and there was a great deal of support, though not a majority, 
in favor of including lawyers under the provisions of the Social 
Security Act on a compulsory basis. The vote of the board of gov- 
ernors to support legislation designed to authorize the inc lusion of 
lawyers on a voluntary basis was almost unanimous. 

At the annual meeting of the bar association, following a general 
discussion on this subject, a resolution was adopted almost unani- 
ously, which stated the position of the bar association as favoring 
the inclusion of lawyers into the provisions of the Social Security Act 
on a voluntary basis. This was my personal position on the matter, 
the position of the board of governors of the Georgia Bar Association, 
and the stated position of the Georgia Bar Association in its annual 
meeting. 

During February 1955, after becoming a Member of Congress, I 
attended the national conference of bar presidents, which was held 
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in Chicago, simultaneously with the midwinter meeting of the Amer- 
ican Bar Association. I discussed this matter at considerable length 
with the presidents of various State bar associations, and with several 
presidents of local bar associations of many of our large metropolitan 
areas. ‘There was naturally a difference of opinion expressed on this 
subject, but I received the general impression that sentiment in favor 
of including lawyers on such a plan on a voluntary basis was over- 
whelming and was increasing in practically every part of the United 
States. 

The principal objection which I have heard voiced against such a 
plan is that most lawyers do not retire and are not ready to retire upon 
reaching the age of 65. Most of the active members of the bar desire 
to continue their active law practice far beyond the age of 65, their 
health and general condition permitting. 

For those who do continue to practice beyond the age of 65, most 
if not all of them earn an income which would preclude them from 
participating in such a plan. 

On the other hand, a great many lawyers, upon reaching the age of 
65, are unable, phy sically and for other reasons, to continue their law 
practice, and among those who are so incapacitated many have not 
accumulated a competency which will enable them to retire; and they 
therefore could and would like to have the opportunity to qualify 
for social security benefits under a plan such as is proposed by H. R. 9 
and H. R. 10. 

If these particular individuals have not pertinicintaed, by making 
contributions during their income earning years, they have only them- 
selves to blame if this legislation should ¢ go into effect ; but those who 
would like to participate in such a plan should be given an opportunity 
to do so. 

Participation in such a plan as contemplated by these pending bills 
would be particularly desirable in the case of a young lawyer with a 
wife and dependent children who should die within the first 15 or 20 
years of his law practice. The average young lawyer who through 
misfortune or ill health i is stricken and leaves a dependent widow and 
young children in most instances has not been able to accumulate an 

estate sufficient to provide for the dependents he leaves behind. 

With this thought in view, almost every lawyer with whom I have 
talked would like to be given an opportunity to come under the social- 
security coverage; and it was partly with this thought in mind that a 
great many of ‘the older lawyers in Georgia voted in the affirmative 
when the question was put, in order that young lawyers who might de- 
sire coverage could obtain it and thereby obtain for their families 
and their dependents the survivor benefits of such a plan. 

In conclusion, I would like to make it very clear that I am speak- 
ing for myself and that I could not and would not attempt to speak 
for all Georgia lawyers or for all members of the Georgia Bar Asso- 
ciation. But I do bring to you a substantial recapitulation of discus- 
sions which we have conducted, and the resolution which was voted 
upon in the 1955 annual meeting of the Georgia Bar Association. 

I appreciate the opportunity of presenting ‘this statement and hope 
that this committee will give favorable consideration to H. R. 9 and 
H. R. 10. 

The Cuatrman. Does that complete your statement, Mr. Flynt? 

Mr. Fiynv. It does, Mr. Chairman. 
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The Cuatrman. Thank you for your appearance and the infor- 
mation given the committee. 

Any questions ¢ 

Mr. Keogh of New York will inquire. 

Mr. Krocu. Mr. Flynt, I would like to express my appreciation 
for your contribution this morning, too. And I would like to address 
one or two questions with respect to your statement that professional 
men generally do not expect and do not intend to retire upon reaching 
age 65. 

You are in effect expressing their hopes in the future, are you not ? 

Mr. Fuynv. Yes, sir; Iam, indeed. 

Mr. Krocu. And while the average professional man may not ex- 
pect to nor intend to retire at age 65, at age 40 or 45 he does not know 
what his physic: al and mental condition will be at age 65. 

Mr. Fiynv. He only hopes that he will be able to continue. 

Mr. Kroon. He only hopes. Therefore, these plans that are pro- 
posed, including the question of whether or not they should be cov- 
ered by a compulsory y form of social security, are simply to take care 
of those who, in the interim, find that they become incapac itated. 

Mr. Frynv. With this provision, that I think should be included. 
I think it is included in your bills, and I think it certainly should be: 
that a professional man or any other self-employed individual should 
not be given the option of waiting until he finds out that he will want 
tocome under it. I think that a certain period of time after the enact- 
iuent of the legislation should be set up, wherein he must elect whether 
he will or will not seek coverage under the act. 

Mr. Krocu. Well, | am sure you are familiar with the fact that the 
pending bills provide that if a man elects to join a system of retire- 
ment or of an annuity and is a member for 5 years, he must continue 
as a member until he reaches age 65, save only for earlier permanent 
and total disability. 

Mr. Fiynv. I am familiar with that. I think it covers that point, 
too. 

Mr. Kroexn. Thank you very much. 

The Cuarrman. Are there any other questions? 

Mr. Sadlak of Connecticut will inquire. 

Mr. Sapiaxk. Mr. Flynt, did I understand you correctly to indie “ate 
that about a year ago the opinion of the bar association of Georgia wa 
different from what it is presently ? 

Mr. Frrnt. No, sir. The point that was different was that there 
was not a majority vote in favor of inclusion of lawyers on a compul- 
sory plan. If it had been compulsory or nothing, I believe that would 
have carried it. But the question was put two. ways, first on a com- 
pulsory basis and second on a voluntary basis. The compulsory plan 
did not receive an affirmative vote. The voluntary plan was almost 
unanimous. 

Mr. SaptaKk. Thank you. 

The Cuatrman. Mr. Baker of Tennessee. 

Mr. Baker. Congressman Flynt, do you know of any reason why 
lawyers and doctors and dentists should be under social seem ity vol- 
untarily and everyone else mandatorily ? 

Mr. Frynt. That is a question which has given me a great deal of 
worry. I have heretofore thought that we either ought to be in or we 
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ought to be out. And yet in view of the discussions which I have heard, 
and in fact, the premise being largely that lawyers and: other self- 
employed men would not be in under any conditions, at least at the 
beginning, if it were on a compulsory basis, for the reasons which I 
have stated I think that they should be afforded an opportunity to 
come in on a voluntary basis. 

Mr. Baxer. That brings me to my main thought. The Treasury 
suggested here yesterday that before the Keogh-Jenkins plan should 
go into effect, or the Flynt-Ray plan, or what not, the basis should be 
that you should have practically universal social security coverage, 
particularly of self-employed people. The only reason I see for that 
is that then the Government would get the 3 percent social security 
tax. I cannot think of any other reason. Because as I see these bills, 
they are a voluntary method of arriving at the same end result. Is 
that right? 

Mr. Fiynt. I think so. And I think that the coverage will be 
more universal than a great many people believe. 

Mr. Baker. What is your own thought about the idea, first, of man- 
datorily putting these people in under social security and then ex- 
tending this additional benefit? What is your thinking on that? 

Mr. Fiynv. I do not think it would receive the support of a great 
many people who are now supporting it, either within or without the 
Congress. 

Mr. Baker. Idonot,either. That isall. 

The Cuatrman. Are there any further questions? 

Tf not, we again thank you, Mr. Flynt, for your appearance and the 
information given the Committee. 

Mr. Friynt. Thank you, Mr. Chairman. 

The Cuatrman. The next witness on the calendar is Hon. Henry S. 
Reuss, of Wisconsin. Will you please give your name, address, and 
capacity in which you appear for the record ? 


STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. Mr. Chairman, my name is Henry S. Reuss and I have 
the honor of representing Wisconsin’s Fifth Congressional District. 

I appreciate this opportunity to present my views on H. R. 10 
which will enable 10 million self-employed American taxpayers to 
enjoy the same tax provisions which govern other Americans covered | 
by retirement and profit-sharing plans. 

At present there are more than 16,000 pension plans covering 2 
multitude of persons whose retirement funds are not subject to taxa- 
tion. The Congress has rightly believed that funds set aside for 
retirement purposes under qualified pension and profit-sharing plans 
should not a subject to taxation. I agree with this principle, and 
should like to see it extended to those millions of self-employed 
farmers, professional men, small businessmen, and workers who must 
plan their individual retirement. 

The Keogh bill recognizes that a person in business for himself, a 
self-employed doctor, dentist, or lawyer, or the corner druggist has 
the right to the same tax exemption for retirement purposes now 
enjoyed by his cousin who works for General Motors either as a 
top-rung executive or factory assembler. 
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If individual enterprise is not going to be squeezed out of existence, 
the Congress should make it easier for self-employed citizens to make 
realistic plans for their retirement. By giving tax exemption to those 
far-sighted self-employed individuals who establish their own retire- 
ment programs, we are giving the self-employed a degree of equity 
in taxes and retirement they presently lack. __ 

The Congress should not penalize those millions of Americans who 
carve their own economic destiny by putting up their law office 
shingle, running a dry cleaning shop, or practicing medicine. These 
self-employed people should be able to look forward to an adequately 
Gaeta retirement which the Keogh bill will encourage. 

As our nation undergoes rapid economic and population growth, it 
is sound public policy to encourage adequate retirement programs. 
Accordingly, I hope that the House Committee on Ways and Means 
will see fit to report favorably on H. R. 10, so that millions of self- 
employed Americans will have a better opportunity to obtain secure 
retirement. 

Mr. CuatrMan. Thank you Congressman Reuss for your statement. 

I am sure it will prove to be very helpful to the committee. 

Mr. Reuss. Thank you, Mr. Chairman. 

The Cuatrman. The next witness is Mr. William J. Grede. 

Come forward, sir. Will you please give your name and address 
and the capacity in which you appear, for the record ? 


STATEMENT OF WILLIAM J. GREDE, PRESIDENT, GREDE FOUND- 
RIES, INC., MILWAUKEE, WIS., APPEARING AS CHAIRMAN, 
TAXATION COMMITTEE, NATIONAL ASSOCIATION OF MANU- 
FACTURERS, ACCOMPANIED BY JOHN C. DAVIDSON, DIRECTOR, 
GOVERNMENT FINANCE DEPARTMENT, NATIONAL ASSOCIATION 

OF MANUFACTURERS 
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Mr. Grepe. Mr. Chairman, my name is William J: Grede. I am 
president of Grede Foundries, Inc., of Milwaukee, Wis. I appear 
in regard to H. R. 9 and 10 on behalf of the National Association of 
Manufacturers in my capacity as chairman of its taxation committee. 

I have with me John C. Davidson, the director of the NAM Govern- 
ment finance department. 

The CuarrmMan. We are very glad to have you gentlemen. You 
may be seated and proceed with your statement. 

Mr. Greve. NAM is a voluntary organization representing a cross- 
section of American industry. Of its membership of approximately 
20,000, some 83 percent have less than 500 employees. My own com- 
pany, for example, has about 1,000 employees. Our taxation com- 
mittee of 300 members is representative of the membership at large. 

The proposed legislation, as we understand it, would permit indivi- 
duals not covered by a pension plan to deduct a stated percentage of 
income, or a stated maximum amount, from taxable earned income in 
the years when earned. The income would be taxed when paid out 
to the beneficiary after retirement. 

We have the greatest sympathy for the motivation underlying this 
proposal. Nevertheless, we believe it avoids the real issue and, if 
enacted, would postpone the time when that issue would be met. 
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The real issue is the burden of excessive rates of income tax on 
middle and higher incomes. These rates increase with particular 
severity over the range of incomes which are received by the great 
bulk of the self-employed business and professional persons. 

For example, at $10,000 of taxable income, the tax rate reaches 34 
percent; at $22,000, the rate becomes 56 percent; and at $44,000, the 
rate gets up to 69 percent. 

The steep climb of progressive rates through the middle income 
brackets is shown in chart I. You will note that half of the entire 
amount of tax rate progression is reached at the taxable income 
bracket of $20,000 to $22,000. That is, the total progressive increase 
of the rate scale is 71 percentage points, the dilemenas between the 
basic rate of 20 percent and the top rate 91 percent. The rate at 
$20,000 to $22,000 is 56 percent. This includes the basic rate of 20 
percent and a surtax or | abe element of 36 percent which is 
slightly more than half of the entire progressive spread of 71 percent. 
These illustrations make self-evident the fact that the basic issue is 
tax-rate progression, that is, the purpose of the individual pension 
plan is to permit deferment of tax from a period when earnings and 
hence tax rates are high to a period of inactive life when income and 
tax rates are on a much lower scale. 

For a number of reasons, there has been a tendency of people and 
groups, governmental and private, to circumvent the problem of reduc- 
ing the high and discriminatory rates by various kinds of special relief 
devices. Such devices have become known as “tax gadgets,” and the 
practice of proposing them in place of attacking the rate structure as 
“tax gadgeteering.” 

The individual pension a for the self-employed is another tax 
gadget, in that there would be no need for such a device if income taxa- 
tion were propositional or if progression were confined within mod- 
erate limits. 

The case offered for this plan is the alleged parallel between the 
paid employee and the self-employed person. ‘This is consistent with 
the usual approach to tax gadgeteering, in which the case is made on 
the basis of some inequity in the tax structure. I need not tell you that 
relief of this kind would tend to set up new inequities, thus giving 
birth to new gadgets which in turn would only serve to further post- 
pone a showdown on the issue of high and discriminatory rates. 

We have no desire to get into an argument with anyone over the 
relative advantages and disadvantages which respective groups enjoy 
or endure under the present tax system, and only wish that all affected 
groups would join in a campaign to meet the basic issue head-on. 
However, there are important differences in the status of an employee 
and a self-employed person. 

The case made before you is that, because an employee enjoys a 
company pension plan and the company deducts its contributions to 
the plan as a current expense, a self-employed person should be 
afforded the same opportunity. To rationalize the proposal, the self- 
employed person would be deemed to be both employer and employee. 

In the conventional employer-employee relationship, there is an ex- 
press or an implied contract. Such a contract may or may not lead to 
the introduction of a pension plan. Where a pension plan is in effect, 
the employer contributions are, in an economic sense, deferred supple- 
ments to income. Under many existing plans, supplements are sub- 
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ject to contingencies, such as living to retirement age, which may fail 
to materialize. In such case, the employee or his beneficiary would 
receive only his own contributions but nothing from his employer. It 
is obvious in such cases there has not been any remuneration which 
could have been made taxable as part of current income. 

No such situation could exist as regards a self-employed person. 
Under the individual plan, he would continue to receive all of his cur- 
rent income, but part of it would be set aside free of current tax on 
condition that the tax be paid when the funds are withdrawn. There 
is no deferred income supplement, contingent or otherwise, as is the 
case with the employee. 

The situation of the self-employed, however, is similar to that of 
the employed person who makes contributions out of his own income 
to a contributory company pension plan. Such payments into the 
plan are not deductible by the employee. Later, the portion of his 
annuity which represents these tax payments is not taxable as it is 
drawn out. If the self-employed person were permitted a deduction 
of income from present tax under the plan proposed, he would have 
a tax advantage as compared with the employee who must pay tax at 
current rates on his pension fund contributions. 

We thus get back to the point that one tax gadget simply leads to 
another. For example, if it be good policy to permit some persons 
to deduct savings from current taxable income, why should it not be 
made universal? Why should not everyone who earns income, 
whether by working for another or for himself, be given a similar 
privilege? We are not advocating that this be done but it is clear 
that the individual pension plan would introduce a discrimination in 
the treatment of savings under the tax law. 

By rejecting this approach, we do not mean to disregard the normal 
desire of individuals to provide for their future. We are as concerned 
about the tax impact on savings as any group. Moreover, it is ap- 
parent that savings can be made on a substantial scale only during 
that portion of active professional or business life in which income 
is at its peak. The peak of such a period is not long in relation to the 
entire working life. The peak of earnings may come in early life, 
as in the case of athletes, and of child wonders, and the startlets of 
screen and television who do not ripen into mature performers with 
lasting fame and financial success; or it may come in later life, after 
a long business or professional apprenticeship at low or ordinary 
income levels. The tax relief gadget of income averaging has been 
proposed to equalize the taxload over a period of years, but it would 
be advantageous only through the years in which the income tide was 
flowing, or ebbing. It would : accomplish little through the peak years. 
The only complete averaging would be over the entire earning life, 
and even then complete equity would be achieved only by taxing in- 
come at all times and in all amounts at a proportional rate. Of course, 
any moderation in the rate scale would provide an improvement over 
the present system. 

No matter how thoroughly we explore any of the gadgets, we always 
get back to the fundamental fact that the proper and just method of 
providing tax relief is to correct the inequity and discrimination of 
the tax-rate scale. Piecemeal relief through any gadget leaves all tax- 
payers other than those affected exposed to the full fury of the puni- 
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tive rates. The income of affected taxpayers which is not covered by 
the gadget is similarly exposed. 

There is another fundamental objection to the gadget approach, even 
when the objective sought is the highly desirable one of reducing tax 
barriers to saving and investment. This approach is one of control 
and regulation. In ignoring the case for uniform reduction in the high 
rates, and concentrating on gadgets, the decision is essentially one that 
the economy, or some segment or segments of it, should be controlled 
or manipulated by the dispensation of tax relief. The opposite of the 
right to favor is the right to penalize—and of course that is the result 
as far as income not subject to the favor is concerned even if no specific 
penalty is imposed. The high rates themselves constitute a positive 
and decidedly harmful control on the utilization of human and mate- 
rial resources and on growth of the economy, but again the way to 
relax this control is to reduce the rates. 

This discussion is limited to the evils of the individual tax rate 
structure and to the unsoundness of dealing with these evils by intro- 
ducing special devices instead of reducing rates. Every one of these 
types of special relief whittles away the revenue by reducing the base 
of taxable income. And as the income tax base is reduced, or as it 
fails to expand as the revenue need increases, the more remote becomes 
the prospect that the excessive, inequitable tax-rate scale can ever be 
reduced. Thus the vicious circle is completed, for the continuance of 
tax rates that are intolerable in the economic sense and indefensible 
in the moral sense will lead to more and more pressure for special 
gadget relief. 

Tax authorities have long been aware of the real nature of the 
problem. Failure to deal directly with it may spring in part from 
the revenue aspect. Such concern is not too well founded, as the pro- 
gressive rate part of the income tax is not the major revenue producer. 
In fact, our estimates show that the progressive element of the rate 
structure povides only about 16 percent of the total revenue derived 
from the individual tax. The division of revenue between the basic 
and progressive elements is illustrated in chart IT. 

Neglect of the rate problem may spring also in part from ideological 
confusion about the merits of tax-rate progression. But the unsound- 
ness and unreality of this doctrine are being exposed by an increasing 
number of thoughtful students. And, as shown by chart II, the 
notion that the Government can be supported by soaking the rich is 
contrary to fact. 

_ There also may be a lingering belief that tax rates such as now 
imposed have popular approval. But all of the opinion polls that 
have ever been taken on this subject show that the ave person’s 
notion of a fair rate of tax on an income of given size fall far short 
of that which is actually levied by present law. 

Regardless of the reasons for failure of the executive branch and 
of the Congress to come to grips with the high rate problem in recent 
years, it would be a great thing for the future of our Nation if the 
stalemate could be broken. Happily, there is a way to do this without 
impairment of the revenue. 

Specifically, in our traditional preoccupation with the close connec- 
tion, on a year-by-year basis, between budget reduction and tax reduc- 
tion, we have tended to overlook another source of tax reduction. which 
is the normal growth of the economy. This normal growth factor has 
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been made the basis of a plan for tax reduction which has been devel- 
oped and published by the National Association of Manufacturers as 
part of its tax program for economic growth. I submit herewith 
excerpts from the program bearing on the plan and request that they 
be made part of the record. 

The Coarrman. Without objection, it is so ordered. 

(The material referred to follows :) 


{National Association of Manufacturers, et 48th Street, New York 27, N. Y., January 


ExcERPTS FROM— 
A TAX PROGRAM FOR ECONOMIC GROWTH 


A STATEMENT OF TAX ISSUES AND SOLUTIONS FEATURING A PLAN FOR ORDERLY 
REDUCTION IN THE HIGH AND DISCRIMINATORY RATES OF INCOME TAX 


FOREWORD 


We have come a long way from the deep-rooted pessimism regarding the 
strength and vitality of the American economic system which existed at the 
close of World War II. Dire views on the possibilities for future growth and 
high-level employment have given way to rosy expectations of a constantly 
expanding economy. 

This is a heartening rebirth of faith in our free economic institutions, but it 
provides no basis for complacency. Economic growth does not just happen; 
capital and the willingness to use it are required. The authors of this program 
are convinced that the existing high and discriminatory rates of income tax 
will, if continued, prove a growing barrier to economic progress in a fully com- 
petitive, noninflationary era. 

The heart of this program is a coordinated plan for reduction in the high 
income tax rates over a 5-year period, which is set forth in section IV. The 
purpose is to assure adequate supplies of venture capital to maintain an expand- 
ing economy and provide job opportunities for the continuously increasing labor 
force. 

Under association procedures, policies of public interest are developed by 
policy committees, subject to review and approval by the board of directors. 
This program was adopted by the association’s taxation committee on October 6, 
1954, and the guiding principles and specific recommendations included herein 
were approved by the board of directors on October 27, 1954. 


FRED Maytag IT, 
Chairman, Taration Committee. 


I. PURPOSE, POSITION, AND PRINCIPLE 
Purpose 


This program is directed to moderation of the bias in the Federal tax structure 
and to the establishment of reasonable equity in treatment as the foundation of 
Federal tax policy. Its purpose is to outline the means by which existing dis- 
criminations can be lessened without adverse effect on the revenue or increase 
in tax burdens of any group. 


The opposition must be faced 


It is to be expected that change in the fundamental character of Federal tax 
policy will be vigorously opposed. The present bias is not mere happen-stance. 
In an important measure, it reflects political opportunism as practiced through 
20 years of more or less continuous crisis. More deeply, however, it comes from 
the influence of doctrinaire thinking and writing extending back through the 
turn of the century. With the major emphasis placed on the social aspects of 
taxation, involving the use of narrow tax bases and the imposition of extremely 
discriminatory rates on some taxpayer groups and segments of the economy, the 
economic impact of taxation has largely been ignored or misinterpreted. 

Moreover, these influences have fostered an environment for public discussion 
of tax policy in which the motives of those who advocate even modest modera- 
tion in the bias have been subject to suspicion. This has been done by clever and 
beguiling phrases. Perhaps the most famous is “tax relief for the greedy but not 
the needy”. More ingenious is the currently used phrase “the trickle-down 
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theory”. Both are well calculated to befog the basic issue of discriminatory 
rates; and the latter gives a reverse twist to the process of saving and investing 
which has lifted this Nation to such great heights of industrial strength. Over- 
all, the design has been to set economic class against class, to focus public dis- 
cussion of taxes to the single issue of “who should pay” instead of “what should 
be paid and how”. For this blatant appeal to income class consciousness, the 
social philosopher must take as much responsibility as the cynical politician. 

In spite of its transparency, the game has been successful. When seriously 
questioned, the advocates and framers of socialistic tax policy bring into play 
the “have you stopped beating your wife” technique. The question has been: 
Don’t you believe in the principle of ability-to-pay? Not many people have had 
the resourcefulness to investigate the origin and meaning of the phrase, or the 
courage to dispute its current use. 

The principle of ability-to-pay has been twisted like the word “liberal.” In 
the 19th century, a liberal was one who stood for individual action and freedom 
from government domination and restraint. It is a good word with Americans. 
Thus, instead of rejecting the word, modern advocates of centralized, all-power- 
ful government have converted it into a meaning that government should be all 
things for all people. 

So it has been with the phrase “ability to pay.” When first used by Adam 
Smith, the meaning was associated with proportional taxation, namely, a fair 
distribution of the tax burden without undue advantage or excessive burden on 
any group of taxpayers or segment of the economy. It was intended as a tax 
guide for the protection of the poor as well as the rich. 

In 20th century literature, however, the phrase “ability to pay” has been given 
an entirely different meaning, namely that taxation should be disproportional, 
the higher the income, the higher the rate of tax. Thus, the principle of “ability 
to pay” has been distorted to make the case for progressive or graduated rates. 
Over a hundred years ago, Karl Marx foresaw that, once a policy of unequal 
rates was accepted, there would be no defense against abuse. Regardless of the 
design of 20th century tax policymakers, the result could not have been better 
planned by Marx himself. 


Business must take the lead now 


It is high time that the roles of participants in public debate on tax policy be 
reversed. The motives of those who stubbornly adhere to socialistic doctrine 
should be suspect. Beguiling and clever phrases should be examined for their 
true content, and measured against standards of enduring value. There are 
signs that the trend of thinking is beginning to change.’ Business leadership has 
a special responsibilty to further this trend. It should not hesitate to question 
the aims of those who would penalize ambition, energy and individual achieve- 
ment, and hamper the processes of economic growth, by discriminatory tax rates. 

Business leadership has a greater responsibility now because of its unnecessary 
and unjustified passiveness in coping with past trends. Business organizations, 
with other leadership groups, have tended to skirt the basic issue of high rates 
and concentrate efforts in the tax field on the achievement of various mitigating 
devices. This approach, sometimes described as gadgeteering, has reflected a 
too general belief that the public is sold on the discriminatory rate philosophy, 
and hence that relief must be sought by means other than rate reduction. This 
belief has been encouraged if not fostered by public officials who, though con- 
cerned with the unfairness and adverse economic effect of high rates, never- 
theless have been unwilling to meet the basic problem head on. 

The result is that those who support socialistic tax doctrine have taken both 
the initiative and the limelight. Their normal tactic is to describe any relief 
proposed as a “loophole,” with the intention of creating a public impression 
that special groups of taxpayers or segments of the economy are being relieved 
of their just tax burdens. Thus, the burden of proof has rested with the pro- 
ponents of relief devices, and because of their unwillingness to join debate on 
the basic issue of high rates, they often have been hard pressed to justify the 
specific relief proposed or enacted. Any approach to a problem which places 
the initiative in the hands of the opposition is strategically unsound. It is there- 
fore possible that high rates might have moderated before now, if business 
leadership and responsible public officials had continnously placed the emphasis 
on such a course of action. Lower rates would then not be confused with “loop- 
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1 See The Uneasy Case of Progression, by Walter J. Blum and Harry Kalven, Jr., Uni- 
versity of Chicago Law Review, vol. 19, No. 3, spring 1952. 
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holes,” and the responsibility certainly would be on the opponents to prove that 
the very high and discriminatory rates should be reimposed. 

The foregoing comments are intended to emphasize the seriousness with which 
the tax situation must be viewed. This program is rooted in the conviction that 
the Federal tax system is the Nation’s weakest link in its internal strength and 
national security. There is no time for skirting issues or ducking decisions 
as to the trend which further tax reform should take. 

These principles underlie the program 

So that there may be no mistake about the basic beliefs of the makers of this 
Federal tax program, there is set forth in section VII a discussion of the guiding 
principles which bave been followed. These are summarized below : 

1. The taving powcr should be used for fiscal purposes only—The fact that 
the proper functions of government includes certain social purposes is no reason 
for introducing or continuing social concepts in taxation. Public authorities 
have the responsibility for determining the needs and limits of social programs, 
and therefore it must be assumed they have the competence to do so. Revenues 
must be provided to support these programs, but it is beyond the competence 
of human authority to decide wisely between destruction and favoritism through 
the use of taxation for nonfiscal ends. 

2. The Federal tax system should be broadly based.—The Federal Government 
serves broad national objectives and all citizens, groups, and communities should 
contribute to its support. The concept of a broad tax base has more than one 
application. First, it means a broad spread of tax methods, and second, it means 
that each method should involve the largest possible tax base, that is, with as 
few exemptions or exclusions as possible. 

3. Taxation should not impede economic progress.—All material progress comes 
from capital formation, which occurs when savings are transformed into invest- 
ments. Without granting special advantage to any class of taxpayers or seg- 
ment of the economy, care should be taken that the tax system does not dis- 
courage or penalize saving and investment. 

4. Taz rates should be moderate at all points.—Excessive tax rates dry up the 
well springs of capital formation; they provoke resistance and evasion, lead to 
unfair burdens on some taxpayers, and induce wasteful use of resources in the 
search for loopholes and mitigating devices. With the present and prospective 
heavy requirements of the Federal Government, moderation in all rates can be 
achieved only by balanced use of all tax methods appropriate for Federal 
employment. 


* * * * * 
II. Tax Facts Versus TAx PRINCIPLES 


The guiding principles which have been sunmimarized in the preceding section 
are fundamental to a sound and equitable tax system. Existing taxes should 
therefore be tested against the principles to see how deficient they are. A bird’s 
eye view is provided in tabular form, and pertinent comment follows. 

It must be said at the outset that all taxes are imposed, as a matter of legal 
form, for the purpose of getting revenue. The courts would not sustain a tax 
that was openly declared to be for another purpose. However, more than one 
tax has been upheld merely on a declaration of revenue intent when all circum- 
stances made it clear that the real purpose was quite different. In determin- 
ing whether Federal taxes have been imposed for nonfiscal purposes, therefore, 
internal and attendant evidence relating to the structure of a tax and the motives 
underlying its provisions must be considered. 

Neither the Federal tax system as a whole, nor any of the major Federal taxes, 
conforms well with the guiding principles. It is true that ostensibly the pur- 
pose of the tax system is revenue, that the total system does provide revenue 
of magnitude, and that the personal and corporate income taxes are the large 
producers of that revenue. But beyond this, both in general and with respect 
to specific taxes, adherence to the principles outlined is lacking. 


THE INDIVIDUAL INCOME TAX IS THE WORST OFFENDER 
Although it accounts for almost one-half of the total Federal tax receipts, and 


from this standpoint appears to adhere to the principle of fiscal purpose, the indi- 
vidual income tax really serves none of the principles well. 
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“Ability” theme distorted 


The rates are steeply progressive, although the additional revenue produced 
by these rates through their upper range is insignificant. Application of the 
distorted doctrine of “ability to pay” is evident. In the absence of any scientific 
measure for progression, the rates obviously reflect guesswork, prejudice, and 
pressure from groups that are inimical to a free society. As a practical result, 
the existing rate scale on the middle range of incomes has put a crushing burden 
on the middle class. Thus, the zeal to secure maximum revenue through the in- 
dividual income tax, promotes the communistic goal of leveling down all incomes 
to the lowest common denominator, 
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Progression has, from the time of Marx, been misunderstood as “ability to 
pay.” Simply stated, progression means that the more a man makes, the less 
of that additional income he can keep. The more he makes, the disproportion- 
ately heavier his taxes become, and the correspondingly lower becomes his ability 
to pay for anything else—such as more stock for his business, increased produc- 
tion, or additions to plant and equipment. In short, the farther up the income 
tax rate scale he progresses, the less able he is to enhance the source of his or 
another’s income, either by expanding his own business or investing in the busi- 
ness of others. Look at the 1954 tax and effective rate for certain taxable income 
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The degree of distortion of the concept of “ability” in the present income tax 
is shown not only by the effective rates, but by the rate scale itself which indi- 
cates how absurd the current application of this concept is. The first bracket 
tax rate is now 20 percent, applicable to the first $2,000 of taxable income. The 
top bracket rate is 91 percent, applicable to taxable income in excess of $200,000. 
The percentage point spread is therefore 71 points. Half of this is imposed on 
the first 10 percent of the income spread from the bottom to the top bracket, 
which is at the taxable income bracket of $20,000—-$22,000, where the rate is 56 
percent. It is impossible to justify this severe discrimination against the middle 
incomes by any reference to ability. 


The top heavy income tax structure 


The sharp progressivity of the individual income tax can best be seen by look- 
ing at the basic and the progressive elements of the tax as if they were separate 
and independent structures. (See chart page 12.) The basic element is the 
first bracket rate and its equivalent percentage point component of higher 
bracket rates. This is now 20 percent. As the rate scale is written into the 
law, there is no distinction at given income brackets between this basic rate and 
the superimposed progression. Only the combined total rate on the affected part 
of income is given. Thus, the progressive element as such has not been clearly 
seen, and hence not properly evaluated either as regards its revenue yield or its 
retrogressive effect on economic incentive. The rate factor which is the true 
progressive element is the difference in rate points between the normal or basic 
rate and the overall bracket rate as determined by statute. 
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BASIC ELEMENT PROGRESSIVE ELEMENT 
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WEBB The basic element is the first 
bracket rate and its equivalent 
percentage point component of 
higher bracket rates. 


WME The progressive element is 
the difference in rate points be- 
tween the normal or basic rate 
and the overall bracket rate as 
determined by statute. 
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Progressive element poor revenue source 

The effect of these two sectors of the individual income tax as to revenue yield 
is illuminating, and may come as a surprise to those who have been hitherto 
convinced that the progressive income tax was primarily to “tax the rich and 
spare the poor.” (See chart, inside front cover.) For example, according to 
the calculation of individual income tax liability for 1955 in the appendix table, 
the total will be $28,784 million. Of this amount $24,101 million, or 84 percent, 
will be provided by the basic rate element, which is 20 percent in the tax rate 
seale now in effect. The progressive element of the rate scale will produce 
$4,684 million, or 16 percent of the total. 

Of the $4,684 million in revenue that will be produced by the progressive 
element of the rate structure, only $1,821 million will come from taxable incomes 
of $32,000 and over. The remainder, or $2,863 million, will be taken from the 
pockets of those who pay progressive rates on incomes between $2,000 and 
$32,000. The progressive element ranges from 2 percent on the $2,000-$4,000 
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bracket to 42 percent on the $26,000-$32,000 bracket. The conclusion is clear— 
to the extent that progressive taxation is important revenuewise, it is mainly 
because of the burden on the middle incomes. 

The progressive element with its immoderate rates is a product, first, of the 
emphasis that has been placed on the income tax as the principal source of 
Federal tax revenue: and second, of the narrow taxable income base, which is a 
result of the exemptions and the growing list of allowable deductions. 


How the taxable income base is narrowed 


The taxable income base on which individuals pay tax is surprisingly small, 
being considerably less than half of the estimated total of all personal income, 
and ordinarily little more than half of the adjusted gross income actually 
reported. The size of the tax base, in the case of individual income, is deter- 
mined, in relation to any given volume of personal income, by the exemptions 
allowed to the taxpayer and his dependents, and by the deductions authorized 
against gross income. 

Some of the deductions have a sound basis, but political pressures are clearly 
evident in others. The personal exemption is a fixture because of accepted 
usage and sentimentality. The concept originated in England where it was 
long defended as an allowance of a subsistence minimum. The amount allowed 
under the Federal law has never had a connection with cost of living. In fact, 
because of the wide variations of this cost in different sections, no one figure 
would represent an adequate measure. Even so small an increase as $100 in the 
exemption would produce a serious contraction of the taxable income base, and 
hence of the revenue. 

In view of the great shrinkage in taxable income resulting from existing 
deductions and exemptions, the urge to force this tax to produce a lion’s share 
of the Federal revenue has made a high starting rate inevitable. This in turn 
has provided the cover for upping and continuing the unjust and harmful rates 
in the middle and higher incomes. 


Taz toll on investment 


Such steeply progressive rates are a drag on the economy since they moderate 
incentive and the assumption of risk, penalize saving, and are a direct impedi- 


ment to capital formation. Under progressive taxes every dollar saved or in- 
vested has first to be subjected to the income tax toll. Thus, after payment of 
the ordinary expenses of living and family maintenance, as income increases 
there is only a declining margin of it available for investment. Continued eco- 
nomic growth requires an adequate flow of new capital formation, particularly in 
the form of equity or venture investment. Such investment must come mainly 
from the middle and upper incomes where the income tax burden is now heaviest. 


* * * * * te * 
Ill. TAXATION AND CAPITAL FORMATION 


Capital formation, the production of goods to be used in turning out goods and 
services, is the major source of economic progress. The most serious concern 
in regard to the present Federal tax structure is that it will retard capital for- 
mation in the critical years ahead. 


Capital formation means jobs 


Capital formation has a double effect in regard to employment. First, the 
process itself provides jobs. Second, the plant, equipment and other facilities 
produced both improve the productivity of existing jobs and provide jobs where 
none existed before. 

It means tools.—Because of capital formation, the opportunity to work means 
much more in America than it does elsewhere in the world. It has provided all 
the tools now used in the productive process. It has provided the stocks of goods 
and raw materials without which industry could not operate. It has provided 
our utility, transportation, and wholesale and retail distribution facilities. All 
of the goods and services used in these ways have had to be produced without 
being available for consumption. 

It means progress.—The continuous increase which has occurred in the amount 
of goods and services which can be bought with the wages of each hour’s work is 
the direct result of increase in the productivity of each hour’s work. The 
output of each pair of hands has increased enormously because there have been 
more and better machinery, plants and tools available for the assistance of 
human hands. Capital formation which has provided this additional equipment 
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is the source of the continuous improvement in our national standard of living. 
Due to capital formation, the average American citizen is able to enjoy goods 


and services not heard of many years ago, and available only to the high income 
groups in most other parts of the world. 


More people and more progress require more capital formation 


As well as we have done in the past, it is evident that we shall have to do 
better in the future. After a lean period of population growth in the late 1920’s 
and through the 1930’s, there has been a great upsurge in births since the be- 
ginning of World War II. Young people are marrying earlier and having more 
children. There are no signs of a slowing down in this trend. Present expecta- 
tions are that our population, now in excess of 160 million, will increase at a 
rate of 20 million persons per decade. The labor force itself is expected to 
grow at a rate of about 1 million persons a year. 

It is clear, therefore, that if jobs are to be provided for the new workers, 
and if the national standard of living is to continue to advance, a large and 
increasing volume of capital formation will be required in the years ahead. 
An important factor to be taken into account here is that current outlays for 
buildings and equipment do not represent in their entirety a net addition to 
industrial facilities. A large part of such outlays must be used for replacement 
rather than net expansion. Only insofar as the total of capital outlays in a 
given period exceeds the total value of capital consumed in the same period 
can they be viewed as a net expansion of the capital values in the possession of 
business. 

For example, out of the $30 billion spent for plant and equipment in 1951, 
$24 billion was needed to replace the values used up in that year and only 
$6 billion represented net expansion. This ratio of about 80 percent for re- 
placement and 20 percent for genuine growth may not hold constant in the 
future, but it illustrates the huge amount of capital formation which is needed 
to maintain an existing level of production. While new facilities are generally 
more productive than those replaced, without replacement production is bound 
to decline and eventually stop altogether. 

New job opportunities, however, are primarily the product of net expansion 
in capital assets. Such expansion is not predestined nor inevitable. Capital 
formation does not happen automatically, nor does it happen merely because 
people exist and seek work. Capital formation occurs when savings are trans- 
formed into investments. The volume of savings required is indicated by the 
present investment of about $12,500 for each employee in manufacturing. The 
cost of equipping workers has increased through the years with the progress 
of technology. 


Capital formation impeded by high tares 

There is no reason to doubt that, if continued, the high and discriminatory 
rates of income tax will prevent the required volume of capital formation in the 
future. These rates strike directly at the two principal sources of venture or 
equity capital; namely, retained earnings of business and savings in the middle 
and higher income groups. 


Inflation conceals the damage 


The high volume of capital formation in the past few years provides no basis 
for complacency in regard to the future. This statement is documented in the 
study Major Tendencies in Business Finance, prepared by the association’s re- 
search department and published in January 1953 as Economic Policy Division 
Series No. 57.2. Based on thorough analysis of pertinent data and trends, the 
study concludes that “the shortage of venture capital has had serious effects on 
the health of the economy, but inflation has suppressed the symptons of the 
disease.” 

Inflation inflicts the greatest hardships on those least able to bear the burden. 
It must be rejected as a means of continuous stimulation of the economy. Now 
that the great inflation induced by the Federal deficits of the past two decades 
has run its course, fully competitive conditions have returned to the economy. 
Continuation of this condition will mean a tougher existence for producers, but 
a better one for consumers, which is as it should be. It will mean that success 
and profits will come harder, and there will be more losses and failures among 
enterprises. 


1 Also see: Capital Formation Under Free Enterprise, NAM Economic Policy Division 
Series No. 13, October 1948. 
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Danger ahead 


Under these circumstances, continued tax penalization and discouragement of 
enterprise and enterprisers becomes unthinkable. We cannot afford the hazard 
of compounding the rigors of a noninflationary, competitive, free economy by 
continuation of a highly discriminatory tax system. 


IV. A Puan For Ornper_ty Repuctrion or Discriminatory INncomMeE-Tax Rates 


Historic source of tar reduction 


The traditional measure of tax reduction has been the diminished demand 
for revenue resulting from a decline in the volume of public spending. Budget 
reduction is the key to large-scale tax relief in any year, but exclusive concern 
with it has led to disregard for a continuing source of tax reduction which should 
be explored. 


Economic growth offers another source 


This source is the increase in the tax base and the resultant rise of tax 
receipts that may be expected from the normal growth of the economy. It is 
proposed that a plan be adopted whereby the revenue arising from the operation 
of the growth factor be recaptured for the purpose of reducing discriminatory 
tax rates. It has often been contended that a reduction of tax rates would 
inerease the tax yield, and the Federal experience during the 1920’s has been 
cited in support of this proposition. The argument was perhaps instinctively 
based on the relationship between relief from a heavy tax burden and economic 
advance. There was such relief during the 1920’s from the high tax rates of 
World War I. The stimulus provided by the relief will evidently be greater 
when the tax rates are being brought down from an extremely high level. 

The present situation affords a parallel. The tax rates over the period from 
World War II to the present have been the highest in our history. Their re- 
pressive effect on economic growth has been obscured by inflation. Now that 
the budget is approaching a balance and further severe inflation is becoming 
less likely, the stark effect of the tax-rate structure will become more evident. 
The time is ripe for realization of the invigorating effect to be produced by the 
elimination of excessive rates. 

In fact, it is necessary to take such action if economic growth is to be assured. 
The population has been, and still is, increasing rapidly. This means a steady 
increase of the labor force in the years ahead, and of the demand for goods and 
services. The level of production required to provide jobs for an increasing 
labor force and to supply the goods and services needed for a rising standard of 
living cannot be established and maintained without large additions to the 
Nation’s capital. It is incontrovertible that the present rates of tax on cor- 
porate and the higher individual incomes are a barrier to a capital formation 
flow of the proportions requisite for the task before us. 


FIVE-YEAR PLAN FOR INCOME TAX REDUCTION 


Utilization of the gain resulting from economic growth for tax rate reduction 
involves a plan and a long-range goal that is attainable within the limits of the 
gain from this source. A long-range program is essential because the year-by- 
year rates of growth may vary in either direction from tbe historic trend. The 
sequence leading to the final objective would be interrupted is continual adjust- 
ment were to be made to the short-term variations. 

An established plan also is indispensable to realization of the maximum bene- 
fits from rate reduction, as the confirmed promise of further relief would com- 
pound the stimulation of current reduction. 

In order to show the intent and the feasibility of such a plan, known current 
and historical data will be used to illustrate its operation. 


Revenue level assumption 


The plan assumes no anticipation of general increase in revenue requirements 
over the next 5 years. Of course, the possibility of a serious military crisis can- 
not be ruled out in any period, much less the present, but this ever present possi- 
bility provides no reason to forego constructive planning for national growth and 
prosperity. If and when the Nation is again faced with a great military crisis, 
it will be better prepared to meet the situation if investment and production have 
been maximized in the meantime. 
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The basic assumption, therefore, is a revenue requirement over the next 5 years 
not in excess of $60 billion annually. 

This assumption takes no account of possible reduction of spending to some 
point below that amount. Such reduction would of course be most welcome but 
it is not essential to the present illustration of the influence of the growth factor. 


Double-lane approach to taw reduction 


Under this assumption, the problem is—how much leeway for reduction in the 
excessive rates may be expected over the next 5 years from the growth factor 
while still permitting total revenues to stand at $60 billion? 

The historic rate of economic growth over the greater part of a period extend- 
ing back to 1869 has been about 3 percent a year (actually 2.9 percent). The 
period includes prosperous and depressed years and the growth rate is an average 
of good and bad times together. From 1869 to 1914 the cost of government 
was low and the tax load was light. By comparison, the period of very high 
government costs and excessive tax rates is rather short. It is by no means 
established that economic growth will be maintained unless something is done 
to alleviate the burden on the productive forces. The problem for consideration 
might be more accurately stated thus—how much and how fast can the tax 
rates be reduced in order to permit economic growth at a rate such that a con- 
stant yield of $60 billion will be provided as the rates come down? 

Two variables are involved here. Instead of attempting a simultaneous solu- 
tion of both, it is more simple to proceed with one at a time and then see if the 
two results will agree. 


I. Economic growth: Rate and amount 


One variable is the rate of economic growth. On the assumption that unfair 
tax burdens are to be reduced and that other conditions will be favorable to 
economic advance, the historie growth rate of 3 percent a year can be taken 
as a measure. An increase of gross national product will be reflected in larger 
incomes and sales, and hence in the taxes collected on these bases. The various 
bases of taxes may expand at rates different from that of the gross national 
product. However, if they should grow at the same rate, namely, 3 percent a 
year, there would be a revenue gain from present tax rates that would rise to 
about $9 billion a year by the end of a 5-year period. This gain would be dis- 
tributed as follows: 


Annual gain by the end of 5 years Millions 

Tndividual iméoine €at so bu ee ee ek ea ee $4, 417 
Gorporation ficomte tito lit ic. ol. bose a ey a ee an J 

Miicine tenet soo 4 aie BS Se ee ss es 1, 433 

Woteliiin. acies. idnsssgetU agli seecines ih. lee 8, 856 


On this basis total revenues would gradually build up from $60 billion a year 
to about $69 billion. 


II.—Rate reductions: Objectives and amounts 


The second variable is the reduction of tax rates. It is clear that tax rates 
must be reduced at some points, because otherwise there would be a $9 billion 
gain in annual revenue by the end of 5 years if the historic growth trend were 
realized under the existing rates. But this is not assured. In order to make such 
a prospect more certain, there must be reduction in the rates which impede 
economic progress—the progressive element of the individual income tax and 
the corporation income tax. 

1. Individual income tary.—The objective is to effect a substantial reduction of 
the progressive or surtax element of the rate scale. This can be done by making 
a succession of 5 annual reductions of 16 percent in the progressive element of 
each rate bracket, computing each reduction on the original element and not 
on the declining balance. (See chart, p. 28.) At the end of 5 years this would 
reduce the 71 percentage point progressive element of the top rate to 14.2 points, 
making a top bracket of 34.20 percent; but there could be an adjustment in one 
or more of the annual reductions in order to round out the top rate at 35 percent 
at the end of the period.’ 


2 Other rate reduction examples: the 81 percent rate would become 32.16 percent: 69 
percent would drop to 29.80 percent; 59 percent to 27.80 percent; 50 percent to 26 per: 
cent ; 30 percent to 22 percent. 
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The successive annual reductions of the surtax on progressive element of the 
tax rate scale, would reduce the annual yield from the surtax part of the rate 
scale by $3,747 million at the end of 5 years. That is, this would be the apparent 
loss from such rate reductions. 

2. Corporate income taz.—The objective is to effect a substantial reduction in 
the combined top rate. Many difficult matters of tax administration and cor- 
porate management would cease to be important if there were approximate con- 
formity in corporate and individual income tax rates at moderate levels. Of 
course, any efforts to achieve conformity while steeply progressive rates on indi- 
vidual income are in effect would be catastrophic as far as corporate operations 
are concerned. However, with a plan to bring top individual rates down to a 
top of 35 percent, there is everything to be gained by setting the same goal for 
corporate rate reduction. 

To accomplish this result over a period of 5 years would involve a reduction 
from 52 percent to 35 percent. This is a difference of 17 percentage points. 
The tax law now provides for a reduction of 5 percentage points, bringing the 
maximum rate down to 47 percent, to be effective as of April 1, 1955. Thereafter, 
a reduction of 3 percentage points in the rate over each of the remaining 4 years 
would get the rate down to 35 percent at the end of a 5-year period. 

There is a certain lag between changes of the corporation income tax rate and 
the full effect of such change on the revenue. The entire impact of the 5 per- 
centage point reduction in the first year of the plan would not be felt in the 
fiscal year immediately ensuing. The wavelike motion of the lag over the entire 
period would carry the final part of the tax reduction over into the sixth, or 
even the seventh vear. 

On the basis of the latest budget estimates of corporation tax revenue for the 
fiscal year 1955, the tax rate reduction proposed above would mean an apparent 
revenue loss that would rise gradually to some $4.7 billion a year by the end of 
the 5-year period. 


Tax reduction without real revenue loss 
The general results of the adjustments may be summarized as follows: 


At the end 

of 5 years 

(billions) 

Apparent gain in annual revenue from economic growth_____- Pity eee 
Apparent loss in annual revenue from tax rate reductions : 

PRG a comme ORs a i ed eet ae 


Corporate income tax__--~-- SiH tuesed al dus lo bal pias kai oge eT 


Pethl -apperdat wevemue! teeee is tesco isos he he ae 8.4 
Net apparent revenue gain per year at the end of 5 years 0.5 


These figures are not presented as exact estimates. They are intended to illus- 
trate how certain trends and forces in the economy might be expected to operate 
under favorable conditions. They provide a logical foundation for the view that 
tax reductions can be made while still protecting the revenue. No claim of 
statistical precision is made, but it is believed that the analytical method used is 
sound. A more accurate balance of gain and loss could no doubt be struck if 
more complete data were available. 

For the present purpose full statistical exactness is not necessary. What is 
needed, and what is offered here, is a logically defensible support for a plan of 
action. It is a challenge to all who recognize the need for relief from gross dis- 
crimination in rates but who hold back because of the consequences to the 
revenue. 


OBJECTIONS OVERRULED 


Three major objections undoubtedly will be raised against this plan. One 
will seek to capitalize on the belief that all tax reductions should provide 
the most concentrated relief in the lower income levels. The second will be 
a variation of the first, with the emphasis placed on the relatively moderate 
levels of the new rates. The other will question the soundness of antici- 
pating in advance the economic growth which woudl make realization of the 
plan possible without adverse effect on the revenue. 


Misapplication of Ability-To-Pay 


The first objection will stem from the distorted interpretation of the principle 
of ability-to-pay. The adherents of this philosophy inevitably try to make a 
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“grab-for-the-rich” out of any efforts to moderate the high rates. This is an 
issue on which men, in and out of public life, will have to take a stand. 
The Federal budget is high, and the resulting tax load borne directly or 
indirectly by all citizens is very great. It would be a fine thing if all taxpayers 
could be promised very substantial additional relief in the years immediately 
ahead. This of course is possible if there first should be the required budget 
reductions. During and after accomplishment of this plan, all further oppor- 
tunities for tax reduction should be largely used in reducing the first bracket 
rate of individual tax. 
However, in spite of the heavy burden of taxes, the system is not unfair or 
discriminatory as regards the average taxpayer. Instead, the average tax- 
payer, who is subject only to the first bracket rate of tax on less than half of 
his income, is actually favored to the extent of the burden of discriminatory 
rates on high incomes and corporations. It is axiomatic that one group’s tax 
advantage is another group’s tax disadvantage. To provide new general tax 
relief, in place of or in advance of eliminating the evil and the danger to the 
economy of the high rates, would simply sharpen the degree of discrimination. 
The effect could well be that economic progress would be arrested, reducing 
national income and the tax base, and thus causing a renewal of substantial 
deficits and additions to the public debt. 
There is no intention here to justify the present individual tax starting rate 
of 20 percent. This rate results from the relatively narrow base of the indi- 
vidual tax, $120.0 billion of income actually subject to tax out of a personal 
income total which is approaching $300.0 billion. There is only one quick cure 
for this situation, namely, broaden the base of the tax by decreasing exemptions 
and dependency credits. For example, if the individual tax were paid on $240.0 
billion, instead of the present $120.0 billion, a starting rate of only 10 percent 
would be required in order to produce the present level of revenues. This course 
is not advocated here. It would bring new taxpayers into the picture, and cause: 
significant shifts in tax burdens among those now subject to tax, according to 
marital and dependency status. The problem, however, is not the one dealt 
with in this program. The point to be made is that in the absence of very sub- 
stantial budget reductions, reduced exemptions is the only means to a substantial 
lowering of the first bracket rate. 
Indefensibility of Progression 
The second objection goes directly to the question of the tolerable limits of 
tax rates. Fundamentally, of course, there is no case for any progression. 
There is no logical and defensible reason why there should be any but one rate 
of tax on all income subject to tax. As far as the individual tax is concerned, the 
relatively slight yield from progression adds further support to the case for a 
flat-rate. Such a proportional tax would produce the maximum benefits through 
reinvigoration of the economic incentives and additions to risk capital. More- 
over, the individual tax would still be progressive in its impact on incomes, after 
deductions but before exemptions, as shown in the following table: 





A family of | Percent of 


four taxable | Tax at 20 per- | tax to income 
Income before exemptions income after cent before ex- 
exemptions emptions 
I. i aiss te ~5d 40g 5 - Ass yt- tag Seped- lh eae $600 $120 
SI ck senescence nkaveake 2sbeo hh tenaenantaaoeiasetasio 2, 600 520 
GROG a ccc ccbncsbws cotcdntcanadscnntSnt dees sea taeeee 7, 600 1, 520 
Ne aac irierweiecto entre sn casacne weigh igen adeely steamed ean eee ai a 22, 600 4, 520 


| | 


Nevertheless, the plan proposed here stops considerably short of flat rate 
taxation. Controversy will thus revolve around the relative moderation of the 
rates, instead of the basic issue of progression. In a practical sense, this places 
the proponents of rate reduction in a less favorable position, as once some pro- 
gression is admitted the determination of degree becomes an arbitrary decision. 
There is no measure of impact which would provide conclusive demonstration 
that any particular rate or top rate is the only right one. It is this inability 
to draw a precise line against abuse which makes the progressive tax such an 
effective instrument for undermining a capitalistic economy, as foreseen so long 
ago by Marx. However, there is room for hope that more general knowledge of 
Marx’s logic and design will lead American devotees of progressive taxation 
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to reconsider the extremes of their philosophy. This hope stems from the near 
universal recognition today that the Nation’s destiny is inseparably linked with 
the strength and vitality of its free enterprise system, a situation quite different 
from that prevailing only a few years ago. 


Reasonableness of the 35 percent top rates 

An interesting aspect of income taxation is the tendency to discuss its impact 
and fairness as if it were the only tax paid by the affected groups. Corporations 
are liable for nearly all other taxes paid by individuals except that on individual 
income and even here they may bear an indirect burden. Directly or indirectly, 
individuals pay all taxes including that levied on corporate income. Thus, in 
judging the reasonableness of the 35 percent top rates, the burden of other taxes 
on the indivéduals and corperations concerned should be taken into account. 

The test of reasonableness can be made in two ways. The first is in relation 
to the burden of the Federal taxes alone, and the second is in relation to the bur- 
den of all Federal, State, and local taxes. 

At present, Federal taxes are approximately 20 percent of the national income. 
Assuming sustained economic growth and no increase in the Federal budget, 
total Federal taxes will be a diminishing proportion of the national income and 
by the end of 5 years should not exceed 17 percent. Thus, top income tax rates of 
35 percent would involve a burden, on that part of the income of individuals and 
corporations subject to such rates, of approximately double the burden of all 
Federal taxes on the economy as a whole. 

The second test involves the relationship of tax burden to particular incomes. 
Available estimates show that the total tax burden on middle and higher in- 
comes, including the part borne indirectly as well as that paid directly, but 
excluding the Federal income tax, is at least 20 percent of such income. 

his 20 percent, and the 35 percent top rate of income tax herein proposed, 
are computed on different bases, and may not be added together to measure total 
burden. The 20 percent relates to a taxpayer’s total income. Rates of income 
tax apply only to income after it has been reduced by exemption and dependency 
credits, and various legal deductions. 

While there is great variation in the deduction patterns of particular tax- 
payers, they tend to be larger as a percent of income in the lower than in the 
higher income brackets. The disparity is much greater in the case of exemption 
and dependency credits, which substantially reduce income subject to tax in 
the lower income ranges but have relatively little significance at the higher 
levels. For example, the credits for a family of five would transform an income, 
after deductions, of $4,000 to a taxable income of $1,000, and an income of 
$40,000 to a taxable income of $37,000. The reduction is 75 percent in the first 
instance, but only 9 percent in the second. 

It is thus seen that the gap between income and taxable income diminishes 
rapidly as income increases. This would be as true with a rate schedule ending 
with a 35 percent top as it is with the present schedule. 

Another point of difference between the 20-percent burden of nonincome taxes 
on middle and higher incomes, and specific rates of income tax, is that the 
latter apply only to certain portions or brackets of taxable income. For example, 
at present an income tax rate of 50 percent applies to taxable income between 
$16,000 and $18,000. The burden of income tax on a taxpayer is a composite of 
different tax rates applied to different segments of his taxable income. How- 
ever, at the highest income levels, this composite (or effective) rate tends to 
approach the highest rate of actual tax, as a large, and in some cases an over- 
whelming, portion of taxable income is taxed at the highest rate. 

Thus, while the burdens of other taxes and of income taxes are not comparable, 
they are cumulative, and as shown by the foregoing the cumulation as a percent 
of income rises as income increases. After the top rate of income tax is reached, 
the cumulative burden will approach the ceiling indicated by the sum of the 
two percentages. Thus, from data at hand, it appears reasonable to conclude 
that a 35-percent top rate of income tax would result in an aggregate burden 
of all taxes on the higher incomes in the neighborhood of 50 percent. 

It is hoped that these illustrations will contribute to appreciation of the 
reasonableness of the projected top income tax rate goal of 35 percent. At least 
they should be sufficient to shift to the opponents the burden of proving that 
such a top is unreasonable. 
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Feasibility of the 5-year plan 

The third objection would involve the feasibility of projecting a tax reduction 
plan over so many years. There cannot, of course, be conclusive assurance in 
advance, that the ‘‘annual growth increment” will materialize throughout the next 
few years or in any particular year. Conceivably, the Government could be faced 
with a problem of how to make up for some loss of revenue. 

The favorable arguments, however, seem much more compelling. The mission 
of this plan is the fostering of economic growth. In the absence of such a plan, 
there is imminent danger of a slowing down in the rate of growth, and at least 
the possibility that a period of economic decline would set in. Without the fact 
or promise of relief from the discriminatory rates, economic distress could con- 
tinue indefinitely with all that is implied in the loss of human and material values 
and in national security. The crisis in Federal fischl operations would be much 
greater than any which might be induced by the moderate loss in revenue which 
could result from taking the tax shackles off of human enterprise and economic 
progress. 


Promise of progress 

This leads to the conclusion that putting the plan into effect would be the best 
guaranty that the conditions on which it is based will come about. It is a pro- 
gram for prosperity, reflecting confidence in the future. It offers promise of 
steady increase in the economic well being of all citizens, of plentiful job oppor- 
tunities for an increasing labor force. Viewed in this light, the question becomes 
not whether we can afford to take the chance, but whether we can afford not to 
take it. It is hardly bold action to set out to repair the weakest link in the 
national economy. 

APPENDIX TABLE 


This table was prepared originally for the NAM Federal tax program pub- 
lished in December 1953 as No. 64 in the economic series. 

In September 1954, the Bureau of the Budget issued its customary Review of 
the Budget for 1955. In this review gross collections of individual income tax 
for 1955 were estimated at $30,030 million. No estimate of refunds to individuals 
was given, but by apportioning the total of estimated refunds on the basis of the 
actual experience of 1952 and 1953, the projected net total receipts from the 
individual income tax for 1955 in the Budget review would be $27,750 million. 
This projection takes into account, however, the estimated reductions of tax 
provided by the Revenue Act of 1954, amounting to $849 million. Our projec- 
tion was made before the act of 1954 had been written. Deduction of the tax loss 
under this act from our estimate would bring our projected total down to $27,955 
million, which is to be compared with $27,750 million in the Budget estimate, or 
a difference of $185 million. 

It should be said that our own calculation was made merely to show what the 
1954 rates, which are the same as the 1950 rates, would produce. The real sigifi- 
cance of the comparison with the Budget figures is that the taxable income base 
used by the Bureau must be very close to that used in our own computation. 
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Estimated distribution of tar rates and yields by basic and progressive elements 
of rate structure, 1955 
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Mr. Grepe. In essence, this plan proposes that the additional] reve- 
nue arising from the operation of the growth factor be recaptured 
for the purpose of reducing discriminatory income-tax rates, corporate 
as well as individual. I will discuss here only the individual tax part 
of the plan. 

It has often been contended that a reduction of tax rates would 
increase the yield, and the Federal experience during the 1920’s has 
been cited in support of this proposition. This argument is particu- 
larly strong when tax rates are high and when the beneficial effects 
of a reduction from an exorbitant level are involved. The present 
situation provides an ideal case for the test, for income-tax rates are 
within 2 or 3 percentage points of their highest level. The repressive 
effects of these excessive rates have been obscured, since World War 
II, by inflation. Temporarily, at least, inflationary pressures have 
subsided, and the budget is slowly but steadily being lege ht under 
control. The time is ripe to launch a hy for applying the 
revenue gains from economic growth to elimination of excessive tax 
rates. 

In fact, it is necessary to take such action if economic growth is to 
meet the needs of the Sebave: The population continues to increase 
rapidly. This means a steady increase of the labor force and of the 
demand for goods and services. The level of production required to 
provide jobs for an increasing labor force and to supply the goods 
and services needed for a rising standard of living cannot be estab- 
lished and maintained without large additions to the Nation’s Capi- 
tal. We desperately need a reinvigoration of economic incentives, 
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especially as regards new and potential growth businesses, which 
certainly would flow from reduction of the heavy tax tolls on enter- 
prise and progress. 

Utilization of the gain resulting from economic growth for tax 
rate reduction involves a plan, and a long-range goal that is attainable 
within the limits of this gain. A long-range plan is essential because 
the year-by-year rates of growth may vary in either direction from 
the historic trend. An established plan is indispensable, also, because 
the confirmed prospect of further relief would compound the good 
which would come from current tax reduction. 

As an illustration of how the NAM plan would work, a 5-year 
period is taken. It is assumed that revenue requirements over that 
period would remain fairly constant, which appears reasonable in 
the absence of a definite threat of grave international disturbance. 
Any reduction of revenue requirements during the period would be 
all to the good. But, on the assumption of relatively stable revenue 
needs, the question we faced was: How far and how fast over a 
5-year period can tax rates be reduced without a net loss of revenue 
because of the growth factor? 

With respect to the entire tax system, our calculations show that 
the minimum growth in the revenue over a 5-year period should be 
$8.9 billion. This estimate assumes the historic rate of growth in the 
economy of 3 percent a year. We believe that the estimate is on the 
low side, perhaps significantly so, because of indications that the yield 
of the individual income-tax increases at an appreciably faster rate 
than 3 percent, but. we have not as yet fully analyzed available data 
bearing on this point. Should the preliminary indications be con- 
firmed by further analysis, the opportunities for tax reductions from 
the growth factor would be correspondingly greater than that con- 
templated in the 5-year plan. 

Of the estimated gain in revenue, approximately $3.7 billion would 
be taken up by the reductions in the personal tax contemplated in the 
5-year plan. (It should be noted that while the proposed reduc- 
tions in the corporate rates are much smaller in terms of rates, the 
amount of revenue involved is larger.) 

The specifically recommended reductions of the individual tax 
would fall entirely in the progressive element of the rate scale. The 
proposal is to make a series of 5 annual reductions of 16 percent each 
in the progressive element—that part of each rate above 20 percent. 
At each step, the percentage reductions would be computed on the 
original progressive element, so that the amount of reduction in each 
year, both in percentage points and in dollars, would be the same. 
The annual dollar cost would be approximately $750 million. At the 
end of 5 years, the top rate of the scale would be down to 35 percent, 
and all lower progressive rates would be correspondingly scaled down. 
This is illustrated in chart III. You will note, for example, that the 
50-percent rate which now attaches at the $16,000 to $18,000 taxable 
income bracket would be reduced to 26 percent. You can imagine 
what this would mean for so many of the Nation’s small businesses, 
professionals, and other key people in our society on whom so much 
depends if we are to realize the maximum possible well being for 
all citizens. Our plan would eliminate any case for gadget relief 
from the discriminatory rates, such as the individual-retirement pro- 
posal. 
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As the NAM plan is one for economie growth, its major emphasis 
is naturally and necessarily on the obstacles to this growth which are 
centered in the excessive rates of income tax. We are not unmindful, 
however, of the problem of the first bracket rate. We believe that 
reduction in the first bracket rate is highly desirable, and should be 
accorded priority second only to that of reducing the punitive rates 
which constitute blocks to economic progress. However, significant 
reduction of this rate at one time is dependent primarily on the redue- 
tion of public expenditures. The reason is that the basic element 
of the tax, which includes the 20-percent rate itself and the first 20 
percentage points of all higher rates, is paid by all taxpayers on all 
of their taxable income, and hence is the revenue mainstay of the 
individual tax. It produces about 84 percent of the total yield of 
this tax. Thus, a reduction of only 1 percentage point in the rate 
would result in a revenue loss of about $1.2 billion. Nevertheless, 
in the long run, there should be substantial and repetitive opportunity 
for bringing down this rate. Our plan expressly provides that, 
during and after the orderly reduction of the excessive rates, all fur- 
ther opportunities for tax reduction should be largely used in bringing 
down the basic rate of tax. 

To complete our case for according top priority to reduction in 
the high rates, it is necessary to note that the discriminatory aspect 
does not apply to those taxpayers whose taxable income is no more 
than $2,000. All such persons pay only a proportional tax on their 
taxable income. A single person without dependents must have al- 
most $3,000 of adjusted gross income before he is subject to tax at 
the second bracket rate. A married person with 2 dependents must 
have about $5,000 of adjusted gross income before he would be sub- 
ject to the second bracket tax rate. A tax rate of 20 percent is high, 
but it is not a discriminatory tax on those who pay only at this 
rate. 

It should not be overlooked that the starting rate is as high as 20 
percent because of the narrow taxable income tax base which has been 
produced by the lengthening array of exemptions and deductions 
provided by successive legislative acts. ‘Total personal income is now 
close to $300 billion, but the taxable income base is not more than 
$125 billion. As a case in point, the proposal before you, if adopted, 
would be just another addition to the long list of chips that have 
whittled the taxable income base down to its present dimension. 

In summary and conclusion, I would like to express the gratitude 
of our association that you have held these hearings. As the initiat- 
ing authority for all tax legislation, you have a tremendous responsi- 
bility for making decisions which will unlock the tax barriers to the 
fulfillment of the great promise of tomorrow for all Americans. It 
is of course proper and necessary that you explore all proposals for 
reducing tax discrimination, and for assuring the fairest tax system 
for all citizens. 

It is self-evident that the surest way to substantial across-the-board 
relief for all income-tax payers is to assure and maximize economic 
growth. Weare confident that this growth will be both more certain 
and more rapid if the high, discriminatory, penalizing rates are 
brought down to moderate levels. We believe the plan we have pro- 
posed is reasonable and fair, and will serve the best interests of 
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the Nation. We strongly favor dealing directly with the rate struc- 
ture. We oppose the gadget approach. Thank you. 

The CuamMan. Does that complete your statement, Mr. Grede? 

Mr. Grepe. Yes, it does. 

The Cuatrman. We thank you for your appearance and the in- 
formation given the committee. 

Are there any questions? 

Mr. Keogh, of New York, will inquire. 

Mr. Krocu. Mr. Grede, I notice that you are president of the Grede 
Foundries, Inc., of Milwaukee, Wis. 

Mr. Greve. That is correct. 

Mr. Krocu. How many employees do you have? 

Mr. Greve. About a thousand. 

Mr. Krocu. How long has your company been in existence? 

Mr. Grepe. Since 1920. 

Mr. Kroeu. Do you have a stock option or profit-sharing or a pen- 
sion fund created under the provisions of the Internal Revenue Code? 

Mr. Grepre. We have a pension plan and a profit-sharing plan. 

Mr. Keocu. And a which? 

Mr. Greve. And a profit-sharing plan. 

Mr. Kroeu. Approved by the Treasury Department ? 

Mr. Grepe. Yes. 

Mr. Krocu. When was it created ? 

Mr. Greve. In 1947. 

Mr. Krocu. What is the percentage of reduction of your payroll 
that has been approved, by the Treasury Department, for your profit- 
sharing and pension plan? 

Mr. Greve. We deduct 3 percent from the employees’ payroll, and 
the balance of the cost of the plan is paid by the company. 

Mr. Kroon. What is the balance in percentage of your total pay- 
roll? 

Mr. Greve. It amounts to approximately 6 percent. 

Mr. Krocu. What does it amount to in dollars per year; the 6 per- 
cent? 

Mr. Greve. In the neighborhood of $100,000. 

Mr. Keocu. And you deduct that as an operating expense; do you 
not? 

Mr. Grepe. That is right. 

Mr. Krocu. When does the Government receive any taxes on that 
$100,000 a year which your company with 1,000 employees makes? 

Mr. Grepe. It would receive the taxes on that money as, if, and when 
it is paid out to the employees as pensions. 

Mr. Krocu. And under your plan, when is an employee eligible for 
retirement ? 

Mr. Greve. At age 65. 

Mr. Keoeu. Any minimum length of service? 

Mr. Grepr. Five years. 

Mr. Krocu. Five years of service; and at age 65. Is it a funded 

lan? 
. Mr. Grepe. Yes. It is funded with a trustee. 

Mr. Kroon. And what are the rights of an employee who has served 
longer than 5 years but has not reached age 65 and terminates his em- 
ployment with the cone 


? 
Mr. Greve. He receives the amount of his contribution, plus interest. 
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Mr. Kroeu. And no proportion of the tax-deferred contributions 
of your company. 

Mr. Greve. That is correct. 

Mr. Krocu. Would you call that a tax gadget, Mr. Grede? 

Mr. Greve. No; I do not think so. I think it is a part of the em- 
ployment in the competitive labor market. 

Mr. Kroex. But you would not recommend extending precisely the 
same plan to a lawyer in Milwaukee, would you? 

Mr. Grepe. It is a condition of our employees’ employment. A 
lawyer has elected to be self-employed. If he were in a corporation 
and had this sort of a competitive situation to meet, he could set up 
his own plan. But in accordance with the legislation that is before 
you, if a man makes some savings and puts it into a pension plan, it 
is his, under all circumstances. 

Now, the savings that our people put into their plan is taxable to 
them. There isnoexemption forthem. The only part that is exempt 
from their income is our company’s contribution, which is not exactly 
income to them, because they have no rights to it unless they live to age 
65 and retire at that age. 

Mr. Kroon. I would like to repeat my question, Mr. Grede. You 
might not have understood me. You operate a profit-sharing and a 
pension system for your company, into which your employees con- 
tribute 3 percent of their salaries and into which your company con- 
tributes 6 percent of the payroll, taking that as a business expense. 
And you do not call that a tax gadget, and you do not recommend ex- 
tending precisely the same type of plan for one who is not employed 
by your corporation; is that correct? 

Mr. Grepe. No, 

Mr. Krocu. Then point out how I am incorrect. 

Mr. Grepe. You say I do not favor extending the precise type of 
plan. 

Mr. Kerocu. Yes. 

Mr. Greve. The precise type of plan would involve employment 
by a corporation as part of the employment contract. The self-em- 
ployed is his own employer. 

Mr. Kroeu. In other words, you think that everybody should be 
employed by a corporation in order that he be accorded a tax gadget. 
Is that your position ? 

Mr. Greve. By no means. The person who elects to be self-em- 
ployed makes that election in the light of all of the cireumstances and 
enjoys whatever other advantages there are. If he wanted to incor- 
porate his business and pay 52 percent tax on his income before he 
begins to distribute it, as corporation owners have had to do, he could 
so elect, and then he would be eligible. 

Mr. Keocu. And if he is engaged in a profession which by law can- 
not incorporate, you would forever deny him that right, would you 
not? 

Mr. Grepe. If he does not have the opportunity to gain the ad- 
vantages—— 

Mr. Kroon. If by law he is prohibited from incorporating, you 
would deny him the right to set up the precise same system that you 
have for your employees? 

Mr. Greve. Yes, Because our employees are involved in a corpo- 
rate relationship. 
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Mr. Krocu. I am not asking for your reasoning. I am asking for 
your answer. And you sit there and tell us that that is not a tax gad- 
get operating in your favor. 

Mr. Grepe. It is not. 

Mr. Kroon. It isnot. Well, I disagree with you. 

Now, Mr. Grede, did you personally, or in your capacity as chair- 
man of the tax committee of the National Association of Manufactur- 
ers, express an opinion with respect to the inclusion of the self-em- 
ployed in the Social Security Act? In other words, did you favor it 
or oppose it last year? 

Mr. Greve. Well, I am going to defer to the director of our Govern- 
ment finance department. 

Mr. Daviwson. Unfortunately, that was not developed by our taxa- 
tion committee, and I am unable to speak to it. 

Mr. Kroon. Pardon me? 

Mr. Davinpson. Mr. Congressman, the social-security policy of the 
association is developed by a committee known as the employee bene- 
fits committee, which is not within my jurisdiction, and I am afraid 
that is a detail that I cannot speak to. 

Mr. Kroon. Well, do you know as a matter of fact whether a repre- 
sentative of the National Association of Manufacturers expressed the 
viewpoint of that association with respect to the inclusion of self- 
employed in social security ? 

Mr. Davinson. I don’t. 

Mr. Kroon. You mean you are so departmentalized that you do not 
know what one committee is doing? 

Mr. Greve. That is very possible. 

Mr. Keocu. Well, do you have any knowledge of the provisions 
of the Social Security Act with respect to self-employed? I am 
talking now of the tax burden based on the self-employed included 
in social security. 

Mr. Greve. Well, I would not want to express an opinion without 
more study. 

Mr. Krocu. Well, I hesitate to express my views of the law. But 
my understanding is that the present schedule of taxes imposes 2 
percent on the employee and 2 percent on the employer, and in the 
case of the self-employed he pays three-quarters of that total. Now 
TI make that statement, and I assume it is correct. And my good 
friend from New Jersey, Mr. Kean, indicates that it is, and therefore 
I know it is. And I ask you this question. Did not the Congress in 
that instance recognize that the self-employed had to be or should have 
been treated differently from the employed ? 

Mr. Greve. Well, if they made provision for them, they certainly 
did, yes. 

Mr. Kroon. For in that case there is no employer making contribu- 
tions; only the self-employed person. Is that not correct? 

Mr. Grepe. Yes. 

Mr. Kerocu. Now, is there any difference between that type of 
treatment and the treatment proposed in the pending bills, wherein 
the self-employed would make the full contribution to the plan 
proposed ? 

Mr. Davinson. I am not sure, Mr. Congressman, but it seems to me 
that the self-employed in his contribution under social security can- 
not deduct this contribution. In other words, he makes it in the same 





INDIVIDUAL. RETIREMENT ACT OF 1955 149 


status as the employee of the company, who does not deduct his con- 
tribution under social security. 

Mr. Keoeu. I do not get the point of that. 

Mr. Davinson. As I understand it, the contribution of the self- 
employed under social security is not deductible by the employee from 
his current income. 

Mr. Kroon. I agree with that. 

Mr. Davinson. It seems to me that is the issue, you see. 

Mr. Kroeu. I am simply alluding to the statement that Mr. Grede 
made in his formal statement that one of the reasons he is opposed 
to this plan is that there is no employer to make contributions, and 
that under the plan only the self-employed will make the con- 
tributions to his own retirement fund, 

I am sorry that neither one of you gentlemen knew the position 
of your association with respect to the inclusion of self-employed 
in social security, but it seems to me that you are perfectly willing that 
self-employed be taxed in instances where their taxpayments are not 
deductible. 

Mr. Grede, are you in favor of the repeal of the sections of the 
Internal Revenue Code providing for the creation of corporate retire- 
ment systems, stock options, and profit-sharing funds? 

Mr. Greve. No, not under the present rate structure. There are 
competitive devices in the competitive market to give you an oppor- 
tunity to get people to come to work for you. 

Now, the point you make 

Mr. Keocu. Now, Mr. Grede, on that point, if in order to get people 
to work for you, you have to offer them a tax gadget in the form of 
a retirement and profit-sharing plan, would not the same reasoning 
apply, namely, in order to get people to go into private professional 
practice the Government should extend to them the same tax incentives 
that you corporations have? 

Mr. Grepe. To answer your question sharply, I would say “No.” 

Mr. Kroeu. You would say “No.” Do you know as a matter of 
fact that the number of applications for admission into medical 
schools has sharply decreased in the last 6 years? 

Mr. Greve. Yes, I understand it has, 

Mr. Krocn. Do you attribute any of that decrease to the fiscal diffi- 
culties of the private practitioner in a profession as important and as 
necessary as medicine ? 

Mr. Greve. Yes, I do, very much. 

Mr. Kroon. And yet you call any plan to assist those people a tax 
gadget, do you? 

Mr. Greve. No, the real assistance is the reduction in the progres- 
sive rate. 

Mr. Kerocu. Beyond that, you call any proposal to assist those peo- 
ple along the lines that your corporation has, a tax gadget, do you? 

Mr. Greve. Yes. It is a tax gadget. Ses 

Mr. Kroon. All right. I just want your answer. That is all. 

Do you have a medical department in your corporation, Mr. Grede ? 

Mr. Greve. No, we do not. 

Mr. Kroeu. Do you have a doctor on your rolls, an employer 
doctor ? 

Mr. Greve. No. 
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Mr. Krocu. Do you employ a house counsel? By that, I mean: 
Do you pay the salary of a lawyer? 

Mr. Greve. No. 

Mr. Keocu. I listened with considerable interest to your disserta- 
tion on your growth plan of taxes, Mr. Grede. I wonder if that falls 
into the category of a gadget. Does it? 

Mr. Greve. No. 

Mr. Kroon. All right. 

Thank you very much, Mr. Chairman. I have no further questions. 

The Cuairman. Mr, Mason, of Illinois, will inquire. 

Mr. Mason. I just want to compliment you upon your comprehen- 
sive treatise on our general revenue system and the problems involved 
therein. You have attacked and treated the fundamental principles 
which are involved and tied up in our general revenue program, and 
I feel that if we do grant special tax gadgets, as you put it, or tax 
favors, to this group or that group or the other group, as we have been 
doing all through the years, we have thrown our general revenue 
system out of kilter entirely, and the only way we can get it back to a 
general equity for all is to quit making these special tax gadgets and 
treat the whole system as it should be treated to bring about, if we 
can, equity for all. Ithink you have given us a very excellent treatise 
on that subject. 

That is all, Mr. Chairman. 

Mr. Keocu. Mr. Chairman? 

The Cuarrman. Mr. Keogh of New York will again inquire. 

Mr. Krocu. Mr. Chairman, I am sorry to have to return. I do not 
want to impose upon the committee. 

I would like, Mr. Grede, to get back to your profit-sharing plan. 
How does that operate? You make distributions of your profits 
to your officers and employees ? 

Mr. Greve. That is right. 

Mr. Krocu. And how is it divided annually, percentagewise ? 

Mr. Greve. Asa percentage of the affected employees’ income. 

Mr. Krocu. The percentage of what ? 

Mr. Greve. Of the affected employees’ income. 

Mr. Kroon. Including the officers’ incomes? They share? 

Mr. Greve. That is right. 

Mr. Krocu. And they share on a percentage of their individual in- 
come against the total income; is that it ? 

Mr. Greve. That is right. 

Mr. Kroon. So that the higher paid officials receive larger dollar 
amounts than the employees? 

Mr. Grepe. That is right. 

Mr. Kroc. And all the payments made under that profit-shering 
plan are deducted from your corporate taxable income, are they not? 

Mr. Greve. That is correct. 

Mr. Krocu. And at least 52 percent of that distribution is tax sav- 
ing to the corporation, is it not? 

Mr. Greve. Yes. 

Mr. Keoeu. And would you call that a tax gadget ? 

Mr. Grepe. Well, in general terms, yes. And, as Congressman 
Mason has indicated, the greatest relief for the people who are peti- 
tioning for this kind of legislation would be in the plan that I have 
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suggested for you. And it would eliminate the necessity for many of 
the tax gadgets as they affect individuals as well as corporations. 

Mr. Krocu. Well, then, let me ask you this, Mr. Grede. Would 
you agree, as a condition, to the enactment of your growth plan, that 
all these gadgets that you are now taking advantage of be repealed ¢ 

Mr. Grepe. I would agree. 

Mr. Kroeu. Pardon me? 

Mr. Greve. I would agree. 

Mr. Kroeu. You would. Would your association agree with that ’ 

Mr. Greve. Well, I do not know that our present policy statements 
would permit me to say on behalf of the association that they would 
agree. 

“Mr. Kroon. You are here ina representative capacity, are you not? 

Mr. Greve. That is right. But that question has not been reviewed 
by our association. If it were reviewed, I am not in a position now 
to decide what the decision would be. But speaking for myself, the 
gadgeteering in corporation and individual incomes taxes could be 
eliminated if we had more realistic rates. 

Mr. Krocu. Well, would you express an opinion as to whether your 
association officially would recommend the repeal of these gadgets 
that you are indulging in if your plan were enacted ? 

Mr. Grepe. Well, maybe Mr. Davidson might have an opinion. 

Mr. Davinson. Well, I just would like to make the observation, if 
I might, Mr. Congressman, that we had pension plans in effect even 
before there were tax laws, and also in the period when income-tax 
rates were very low. And I am sure the contributions to such plans 
have always been treated as a business expense, because they are an 
expense to the business that is operating at that particular time. In 
other words, the tax treatment of an employer contribution to a pen- 
sion plan simply follows normal and usual accounting practices. It 
is an expense, and it is deductible. 

Mr. Keocu. Are you technically correct in that statement, Mr. 
Davidson ? 

Mr. Grepe. I think I am correct, Mr. Keogh. 

Mr. Krocu. Well I have been informed by the Legislative Reference 
Service of the Library of Congress that a trust created by an em- 
ployer as part of a stock bonus or profit-sharing plan for the benefit 
of his employees was first exempted from the tax on income of estates 
or trusts in the Revenue Act of November 23, 1921, but the amount 
actually distributed was taxable to the employee in the year in which 
distributed to the extent that it exceeded the amounts paid in by the 
employee. 

Now, I do not believe, from that statement—it was only, as I read 
this summary, in 1926 that those people interested in that type of 
tax gadget succeeded in making the payments made by the employers 
deductible as a business expense. 

Mr. Davidson. That is right. I stand corrected. 

Mr. Keocu. So it would seem to me that those who appeared before 
this great committee in those days were recommending what Mr. Grede 
today would call a tax gadget. But I daresay they did not so describe 
it, because they were talking for themselves and not against others. 

Thank you, very much. 

The Cuarrman. Mr. Kean, of New Jersey, will inquire. 
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Mr. Kean. Mr. Grede, I just want to say that I am in thorough ac- 
cord with your ideas. We ought to spend less time studying the 
methods by which these high taxes should be avoided and more time 
in trying to get our high tax rates down. And in that I include the 
basic 20 percent. 

The Cuamrman. Any further questions? 

Mr. Karsten. Mr. Chairman, I had a couple of questions I would 
to ask. 

How many members do you have in your association, sir? 

Mr. Grepe. Approximately 20,000. 

Mr. Karsten. When is the last meeting that you had of your 
association ? 

Mr. Greve. Well, the association as a whole meets once a year in 
December. Our last meeting was in December. We have a board of 
directors of about 164, who meet about 8 timesa year. Their last meet- 
ing was 2 weeks ago. 

Mr. Karsten. At that meeting, did you bring up this particular 
topic? Did you have a vote on it, a vote of your association ? 

Mr. Grepe. No. 

Mr. Karsren. Then how do you know how the association feels? 
Have you ever discussed the two bills, H. R. 9 and H. R. 10, at a meet- 
ing of your association ? 

Mr. Grepe. Not the specific legislation; but the whole tax plan 
and the whole approach to the problem is discussed by the commit- 
tee of 300 who make up our taxation committee, and we are meeting 
several times a year, and as we arrive at some broad principles they 
are submitted to the board and the board approves or rejects those 
broad principles. 

Mr. Saslaek Then would it not be correct to say that your asso- 
ciation has taken no position of H. R. 9 and 10? 

Mr. Greve. That would not be correct, because the way our asso- 
ciation takes positions, as an association, is through our committees, 
with the approval of the board. We do not have the total member- 
ship referendum, as some associations have. 

So when we talk about an association position, we talk about a posi- 
tion that is arrived at in accordance with the bylaws of the association, 
itself. 

Mr. Karsten. You take a position, you think, that would be fa- 
vored by your membership. Is that the way you operate, on this bill? 
You have evidently not taken the bills up through your membership. 

Mr. Greve. That is right. None of the NAM positions as such are 
taken up by the total membership. They are arrived at by the mem- 
bership of the association on its committees and on the board. 

Mr. Karsten. Do you know, then, for an actual fact, whether you 
represent the thinking of that association or not on this bill? 

Mr. Greve. We have no referendum, because I have pretty sub- 
stantial basis for saying that we represent the opinion of the asso- 
ciation. 

Mr. Karsten. What is the basis? 

Mr. Greve. The process that has been going on for several years 
and the handling for many years of these policy positions and the 
support we get from our membership. You appreciate that member- 
ship in our association is a voluntary matter. If the members do not 
like the positions we arrive at, they resign. 
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Mr. Davinson. I think I can even document that a little more on 
this particular proposal. It happens that in our tax program gotten 
out year before last, we had a description of this retirement proposal 
as an example of the wrong way to go about tax reduction. And that 
program was quite widely distributed among the members of the com- 
mittee. And also the taxation committee meeting in January, when 
Mr. Grede unfortunately could not be present, when Mr. Maytag was 
chairman of the committee, had a rather thorough discussion of this 
particular matter, and it was understood that this and all other gadgets 
like it inconsistent with the objectives of the association’s program 

Mr. Karsten. At that meeting did you bring up H. R. 9 and H. R. 
10? 

Mr. Davinson. The committee of the association never takes policy 
directly in regard to direct pending legislation. It deals with prin- 
ciples, Mr. Congressman. 

Mr. Karsten. Did you bring up these two bills? You are testifying 
on two specific bills. Not principles. You are testifying on bills. 

Mr. Greve. Our testimony, however, is based on the principles that 
have been accepted. 

Mr. Karsren. I understand that. Did you bring these bills up at 
any meeting of your association? That is what I would like to know. 

Mr. Davinson. Not these specific bills, H. R. 9 and H. R. 10, but the 
general content of the bills; yes. 

The Cuarrman. We again thank you gentlemen for your appear- 
ance and the information given the committee. 

At this point the Chair has been reqpested to read, for inclusion 
in the record, a letter from the Chamber of Commerce of the United 
States, Washington, D. C., dated June 28, 1955, addressed to me as 
chairman of the House Ways and Means Committee. The letter is as 
follows: 





Dear Mr. Cooper: The Chamber of Commerce of the United States strongly 
supports the general principle of encouraging individuals to provide for retire- 
ment income through their own efforts. We favor the idea of offering encourage- 
ment through the postponement of taxes on income set aside for this purpose. 

Such encouragement should extend to both employed and self-employed. Since 
some employees now covered by industrial pensions will get only a small monthly 
benefit, we believe they should be encouraged to make additional provision for 
old age. For this reason, we do not support H. R. 9 and H. R. 10. 

Employees covered by induserial pensions stand to benefit to the extent that 
employers make a contribution. We therefore believe a difference in treatment 
would be appropriate for employees covered by contributory or noncontributory 
plans, on the one hand, and all other employees and self-employed, on the other. 
Consequently, we support the approach dealing with this aspect embodied in 
H. R. 2092. 

This encouragement would, of course, entail some loss of Federal revenue. 
In consequence, attention would necessarily have to be given to limiting the 
annual amount and aggregate amount with respect to which individuals would 
be allowed a postponement of taxes. 

We believe the widest freedom should be allowed in the choice of methods for 
providing old-age income. Sufficient restraints should be imposed to prevent 
individual short-run tax gains and to allow for efficient administration of this 
tax postponement feature. 

Any law should be flexible enough to enable any individual to employ tradi- 
tional methods of providing for old age and any that might be subsequently 
developed. 

I would appreciate it if you would make this letter a part of the record of 
your hearings. 

Cordially yours, 
CLARENCE R. MILEs. 


65638—55 11 
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Mr. Keoeu. Mr. Chairman, in this connection, I wonder if I might 
ask unanimous consent that this brief article on the facts about medi- 
cal students be inserted in the record following the testimony of Dr. 
Dickinson yesterday. 

The Cuarrman. Without objection, it is so ordered. 

(The article referred to was inserted and appears on p. 88.) 

Mr. Kreoeu. And, Mr. Chairman, I would like also to ask unanimous 
consent that the attached letter which I have received from the chair- 
man of the editorial board of New York Medicine, the official journal 
of the Medical Society of the County of New York, together with a 
tax brief, may be inserted perhaps in the appendix to the record. 

The Cuairman. Without objection, it is so ordered. 

(The letter referred to was inserted and appears on p. 237.) 

Mr. Keocu. I also have a letter of June 24 addressed to the chair- 
man from Roswell Magill of the firm of Cravath, Swaine & Moore, 
which I should like to have included in the record. 

The Cuairman. Without objection, it will be included. 

(The letter referred to follows:) 


CrAVATH, SwAINeE & Moore, 
New York, June 24, 1955. 


Subject : H. R. 9 and H. R. 10, the Jenkins and Keogh bills. 


Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington 25, D. C. 


DEAR CONGRESSMAN Cooper: May I present in this form my support of H. R. 9, 
introduced by Mr. Jenkins, and H. R. 10, introduced by Mr. Keogh, with respect 
to which your committee is conducting hearings early next week. I write as 
chairman of the special committee on tax problems of the professions, the Asso- 
ciation of the Bar of the City of New York. The association of the bar favors 
the enactment of these bills and wishes to add its recommendations to those 
of other associations which may appear before your committee in support of 
such legislation. 

I understand that Leslie M. Rapp, Esq., a member of my committee, expects 
to appear before your committee to discuss in detail the provisions of the two 
bills and to answer any technical questions which members of the committee 
may wish to address to him. I should like, therefore, to comment particularly 
on the general policy underlying the proposed legislation. 

Congress has already provided for the establishment by employers of profit- 
sharing plans and pension plans for the benefit of employed persons (see secs. 
401 and 404, Internal Revenue Code). Those provisions unfortunately are 
inapplicable to large groups of citizens, such as doctors, lawyers, and farmers, 
who are active members of the community and who need to make provision for 
the years after retirement quite as much as men and women who work for 
business corporations. I am sure that neither the Congress nor the Committee 
on Ways and Means wishes to discriminate between groups of worthy citizens 
in the community. 

H. R. 9 and H. R. 10 are designed to encourage individuals to provide their 
own retirement allowances by individual savings during their active lives. 
Neither the Government nor any employer is required to contribute to the pro- 
posed individual retirement plans. Bach individual bears the entire cost of his 
own plan. To be sure, the bills provide an income-tax deduction for an individual 
participant in the amount which he saves and sets aside for his retirement under 
the strict limitations provided by the bills. On the other hand, the individual 
participant is fully taxable on what he receives when he retires. Thus, the 
mechanics of the plan resemble as closely as may be the mechanics of qualified 
pension plans for employed persons. 

The major portion of the income of a professional man is apt to be concentrated 
in a short span of years. If that income is considerable, the professional indi- 
vidual bears a substantial income tax upon it, in addition to such family obliga- 
tions as he may have. It is difficult or impossible for such a man to save much 
to provide for his ultimate retirement. Yet I think we would all agree that 
it is desirable for many reasons to encourage such men to provide for their own 
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ultimate retirement by their own savings; savings, the investment of which 
provides the lifeblood for the development and expansion of American industry. 

The adoption of the subject matter of the two bills is a matter of vital interest 
to a large segment of our population. Young professional men, in particular, 
need the encouragement to thrift which the two bills provide. In recent years, 
I have talked to a good many young men who were leaving the professions for 
employment in business on the ground, among others, that corporation employers 
normally provide these days for generous retirement allowances, whereas pro- 
fessional partnerships do not. I am afraid that our civilization will suffer mate- 
rially if there comes to be a concerted movement of promising young men away 
from the professions. 

The enactment of H. R. 9 and H. R. 10 would encourage thrift and provision 
for one’s future, and would eliminate what I am sure was an unintended discrim- 
ination in favor of employment in business as against self-employment or work 
in a profession. I hope that your committee will report the two bills favorably, 

Sincerely yours, 
ROSWELL MAGILL, 

The CuHarrman. The next witness is Mr. Thomas N. Tarleau. 

Mr. Tarleau, we remember you very pleasantly as our former co- 
worker, and we will ask you to follow the usual custom of giving your 
name, your address, and the capacity in which you appear, for the 
record. 


STATEMENT OF THOMAS N. TARLEAU, ATTORNEY, NEW YORK CITY 


Mr. Tarteau. My name is Thomas N. Tarleau. I am a member of 
the New York bar, and I appear personally, not representing any 
organization. 

Mr. Chairman, this is a rather late hour of the morning, and I will 
try to keep my remarks as brief as possible. 

i will not go into the details or the effects of H. R. 9 and 10 and/or 
H. R. 2092 or their comparative merits. Rather, my remarks are 
solely to point out some aspects of the situation of the self-employed 
that may not have been mentioned by any previous witness, and 
which I believe legislation of the kind that you are now consider- 
ing has an effect upon. 

The self-employed as a group have as a general characteristic, in 
niy opinion, that they depend upon personal services for the source 
of their income, and that to a large oo the personal services and 
the compensation for their personal services depends upon their 
physical ability to perform; and in addition, the fruits of their per- 
sonal services are more sporadic and fluctuating. That is, they have 
good or bad years of earnings, depending upon their health and busi- 
ness circumstances, to a greater degree than corporate employees 
generally. 

In other words, it is our general experience that there is greater 
stability where a taxpayer is a salaried person than when he is a self- 
employed person. 

As a result, the lack of an averaging device in the Internal Revenue 
Code, the failure to take into account the fact that a good year for a 
self-employed person may very frequently have to be matched by a 
bad year, the inability of the self-employed person to provide out of 
the income of the good year for the recessions that come because of the 
difficulties that he incurs in his professional life, create a very serious 
problem. 

I have appeared before this committee in years past urging an 
averaging device; whereas H. R. 9 and 10 and H. R. 2092 cannot be 

















156 INDIVIDUAL RETIREMENT ACT OF 1955 


said to have all of the advantages of an averaging device. They do 
not have the very real merit of assisting persons with fluctuating and 
sporadic types e »f income to more evenly t take into account their earn- 
ing power over their lifetime, by providing for their retirement out 
of their income in their productive years. It is that feature which I 
most particularly wish to call to your committee’s attention. Like all 
other lawyers and al] other members of the self- -employed, I am vitally 
interested in this type of legislation. And speaking for myself per- 
pay and for my fellow lawyers, I should like to thank the commit- 
tee for entering into an examination of the self-employed retirement 
problem. 

Thank you, Mr. Chairman. 

The Cuarrman. Does that complete your statement, Mr. Tarleau? 

Mr. Tarteavu. That completes my statement. 

The Cuatrman. We thank you for your appearance and the infor- 
mation given the committee. 

Any questions? 

The next witness is Mr. Edwin S. Cohen. 

Come forward, sir. Mr. Cohen, will you please give your name, 
your address, arid the capacity in which you appear, for the record. 


STATEMENT OF EDWIN S. COHEN, APPEARING ON BEHALF OF THE 
NATIONAL ASSOCIATION OF INVESTMENT COMPANIES 


Mr. Conen. My name is Edwin S. Cohen. I am a member of the 
firm of Hatch, Root, Barrett, Cohen & Knapp of New York, N. Y. and 

am of counsel to the National Association of Investment Companies, 
on whose behalf I am appearing today. 

With the general objectives of H. R. 9 and H. R. 10, which seek to 
provide a mechanism for retirement plans for individuals comparable 
to those permitted to be established by employers, we believe there 

can be no sound objection. 

We should like, however, to call to the attention of the committee 
one point in the pending bills which we submit should be corrected 
before passage. The bills in their present wording would require that 
the trustee of the restricted retirement funds for individuals be a 
bank. The purpose of this requirement undoubtedly is to insure that 
an institution of public standing will hold the deposited funds and see 
that they are not made available to the individual except under the 
circumstances specifically permitted by the code. 

We suggest, however, that where the trust agreement by its terms 
permits investment solely in obligations of the United States Govern- 
ment or in shares of publicly held investment companies registered 
with the Securities and Exchange Commission under the Federal 
Investment Company Act of 1940, the statute should not require that 
a bank be the trustee but should require only that a bank be a custodian 
of the securities in the trust under appropriate regulations of the 
Secretary of the Treasury. A trustee is charged with the respon- 
sibility of selecting investments as well as with the care and custody 
of the securities in which the investments are made. For this reason 
the charges of a bank are substantially greater when it acts as trustee 
than when it acts only as a custodian. Most of the retirement funds 
to be established under the proposed statute, particularly in the early 
years following their creation, would be of relatively small size, and 
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the differential in the charges of the bank, depending upon whether 
it acted as trustee or as custodian, would be especially significant in 
such cases. 

United States Government securities and shares of publicly held 
investment companies would be particularly appropriate forms of 
investments for retirement trusts of relatively small size. Govern- 
ment securities are obviously a desirable investment for retirement 
funds. So also in appropriate cases are the securities of publicly held 
investment companies, which are subject to regulation by the Secur- 
ities and Exchange Commission, and which furnish to investors of 
moderate means an opportunity for diversification of risk and expert 
management advice. So long as adequate safeguards are established 
in the proposed statute for the protection of the Treasury, inex- 
pensive means for investment of retirement funds in these securities 
should be facilitated. 

If under the terms of the trust agreement the trust funds must be 
invested in United States Government securities or in the shares of 
publicly-held investment companies, the objectives of the statute 
would be fully attained by a requirement that a bank act as custodian 
only. The custody agreement with the bank would provide, under 
regulations of the Treasury Department, that the bank could not de- 
liver over any part of the trust assets to the taxpayer except in accord- 
ance with the strict terms of the statute. 

We, therefore, respectfully suggest to the committee that where 
the trust investments are so limited, the statute should require only 
that the bank act as a custodian and relieve the taxpayer from the addi- 
tional expense which would be incurred if the bank acted as a trustee 
charged with the duty of selecting investments. Of course this would 
not preclude a taxpayer from appointing a bank as trustee in any case. 

We submit for the consideration of the committee a form of brief 
amendment to the proposed section 405 (b) (2) which would add at 
the end thereof (page 10, line 19) the following language: 

* * * Provided, however, The requirement that the trustee be a bank (as so 
defined) shall not be applicable to any trust indenture which authorizes and 
directs the trustee or trustees (a) to invest and reinvest the assets of the trust 
solely in obligations of the Government of the United States and/or in shares 
of investment trusts or companies registered under the Federal Investment 
Company Act of 1940 as from time to time amended and (b) to place and main- 
tain the assets of the trust in the custody of a bank (as so defined), under 
such rules and regulations as may from time to time be prescribed for the pro- 
tection of the participating members by the Secretary. 

We would also like to point out that in H. R. 2092, introduced by 
Mr. Ray, and in other companion bills, the endeavor is to achieve this 
result by including custodian accounts as well as trusts within the 
definition of qualified retirement funds. 

The Cuarrman. Does that complete your statement ? 

Mr. Conen. Yes; it does. 

The Cuarrman. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Krocu. Mr. Chairman, I would like to ask Mr. Cohen one brief 
question. 

The Cuarrman. Mr. Keogh of New York will inquire. 

Mr. Conen. Yes, sir. 

Mr. Keroeu. Is it your opinion that the provisions in H. R. 2092 
with respect to custodian accounts adequately provide for the sug- 
gestion you have made today ? 
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Mr. Couen. I think they would take care of the problem that we 
have, sir. I think they have some collateral problems in them that 
might well be considered, but which would not be involved on this 
point. : N ; 

Mr. Kerocu. That is covered in your suggested language; is that 
right? 

Mr. Conen. That is right. 

The CuarrMan. We again thank you for your appearance and the 
information given the committee. 

The committee will stand in recess until 2 p. m. 

(Whereupon, at 12:12 p. m., a recess was taken until 2 p. m.) 


AFTER RECESS 


Mr. Krocu (presiding). The committee will please be in order. 
The Chairman, the Honorable Jere Cooper, has been unavoidably 
detained in another meeting and has asked that I proceed with the 
call of the witness calendar. He will return as soon as he possibly can. 

The first witness this afternoon is Mr. Hugh F. Hall, legislative 
assistant of the American Farm Bureau Federation. 


STATEMENT OF HUGH F. HALL, LEGISLATIVE ASSISTANT, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Hauu. Mr. Chairman, gentlemen of the committee, my name is 
Hugh F. Hall and I am legislative assistant on the staff of the Ameri- 
can Farm Bureau Federation. I appear before you on behalf of that 
organization with this statement. 

The American Farm Bureau Federation is a general farm organ- 
ization with voluntary membership numbering 1,609,461 in 48 States 
and Puerto Rico. 

We appreciate the opportunity to set forth these views with respect 
to the Jenkins-Keogh bills H. R. 9 and H. R. 10 to encourage the es- 
tablishment of voluntary pension plans by individuals. This state- 
ment is based on a resolution of the American Farm Bureau Federa- 
tion as follows: 


We favor amendment of the Federal income-tax law so that self-employed 
persons and others in a similar situation may have tax treatment similar to that 
now available to several million employees who are participants in pension 
plans established by corporate employers. To accomplish this the Federal tax 
laws should permit a deduction for premiums paid into a properly safeguarded 
pension fund. When such plans mature, the income therefrom should be 
taxable. 

That is the end of our resolution adopted at our annual convention 
in New York City. 

Farmers are part of a large number of self-employed persons who 
are not being served by retirement plans. American business provides 
retirement plans for employees, including pension plans negotiated 
between management and the unions as well as plans adopted for the 
benefit of the managerial group. Many farm cooperatives, as part of 
American business, are likewise providing pension plans for their 
employees. 

These plans, when approved by the Treasury Department, give spe- 
cial income tax advantages which accrue to the beneficiary when he 
reaches retirement age. 
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Many farmers are among the citizens whose income fluctuate widely. 

In the period 1935-39, the realized net income of farm operators 
averaged $4,630 million per year; in 1947 this rose to $16,774 million; 
and in 1950 the figure fell to $12,362 million; for 1954, $11,984 million. 
These are estimates from the Department of Agriculture. 

Obviously the income of many individual farmers has fluctuated 
more widely than these overall totals indicate. There are few citizens 
whose incomes fluctuate as much as does the income of many farmers. 
Until this proposal was made, there was no way by which farmers or 
others in stinitay situations could make any provision for retirement 
except as they were able to do so after payment of income taxes in 
full. 

Since pension plans benefit substantial numbers of employed per- 
sons with an avoidance or postponement of income taxes on amounts 
paid into special plans approved by the Treasury Department, it is 
proper that this advantage be extended to other citizens. 

The large variation of farmers’ income is evidence of the apparent 
benefit which would accrue to them if they had the privilege of 
making contributions to individual retirement plans. 

Bureau of Census data classifying farms with respect to the value 
of products sold shows approximately 3 million farms produced 95 
percent of the food and fiber requirements of the Nation in 1949. 
These farms have gross sales of farm products in the amount of 
$1,200 or more per annum. Of these farms, about 2,100,000 sell farm 
products in excess of $2,500 per year. 

If we may assume that these farmers some time in a period such 
as that prevailing since 1940 would pay Federal income taxes, we 
have an index of the possible number of farmers who are likely to 
be benefited at some time by this legislation. These persons bear the 
full burden of taxation in good years. It is only fair, then, that 
such persons be permitted an opportunity to obtain an income-tax 
credit for amounts applied to the purchase of a retirement-income 
pension under reasonable limitations. 

Apart from the statement, I should like the record to show here 
also that the loss carryback and the loss carryforward provisions of 
the present law are not of much benefit to farmers and others who 
do business on an unincorporated basis. They lose the benefit of 
their personal exemptions and this is a substantial loss to many. Thus 
a provision such as this would help many of these farmers to recoup 
in periods when they do have more than ordinary income. 

We have observed in these bills that “earned income” means wages, 
salaries, professional fees, and other amounts received as compen- 
sation for personal services actually rendered, et cetera; also, and 
I quote: 

In the case of a taxpayer engaged in a trade or business in which both 
personal services and capital are material income-producing factors, the de- 
termination of the portion of the profits attributable to personal services shall 
be made under regulations prescribed by the Secretary or his delegate. 

The income of a farmer is derived from both his capital and his 
personal services. This will be true also of many others, especially 
those whose income is not derived from the professions; even some 
of the professional people have a substantial investment in equipment. 

We doubt that a satisfactory formula can be devised to segregate 
such income. We call attention to the fact that the value of man- 
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agement in the farming enterprise is becoming increasingly important. 

Personal services both in the form of management and personal 
labor performed are especially difficult of separate determination from 
the capital contribution, 

If this legislation is to have value for persons whose income is 
produced in this manner, it should be more specific than is the phrase 
just quoted from the subsection on definition of earned income. 

In view of the difficulties inherent in this problem of allocatin 
earned income of the self-employed between personal services an 
capital, this committee ceaa give serious consideration to a pro- 
pons that for the purposes of this legislation, no distinction will 

e made as to income from personal services and capital used in 
conjunction with the taxpayers personal labor and management. 

We appear before you in support of the plan in general terms 
realizing that technical details remain to be worked out in order 
to adapt the idea to farmers. Under these circumstances, we cannot 
say to what extent farmers may avail themselves of such retirement 
plans. In supporting the idea, therefore, we appeal especially for 
the extension of the privilege afforded others. 

Thank you very much. 

Mr. Kroeu. Mr. Hall, [ appreciate very much your being here and 
testifying and I know you understand the situation with which the 
other members of the committee are presently faced. 

I would like to suggest that you make certain that copies of your 
statement are forwarded to those individual members. 

Mr. Hauu. That is a very good suggestion. 

We would be glad to see that other members get copies. 

Mr. Kroex. Thank you very much. 

Mr. Hatz. Thank you, Mr. Chairman. 

Mr. Keocu. Mr. Robert R. Richardson ? 


STATEMENT OF ROBERT R. RICHARDSON, CHAIRMAN OF THE 
ACTIVITIES COMMITTEE, JUNIOR BAR CONFERENCE, AMERICAN 
BAR ASSOCIATION 


Mr. Ricuarpson. Yes, Mr. Chairman. 

Mr. Chairman, before reading into the record our brief statement, 
I would like to say that this appearance is made on behalf of young 
attorneys of moderate income for whose benefit this legislation is 
urged. 

Bietanaianha have been made on this record alluding to high incomes 
of professional men. I state that I represent the junior bar confer- 
ence of the American Bar Association and that group is composed 
of lawyers under 36 years of age and lawyers who have not reached 
high-income brackets. 

My name is Robert R. Richardson, of Atlanta, Ga. I represent 
the junior bar conference of the American Bar Association. 

This appearance is made in support of the legislation under con- 
sideration. The junior bar conference of the American Bar Asso- 
ciation is composed of all members of the ABA who are under 36 
years of age. It is in behalf of these young attorneys, numbering 
about 10,000 throughout the country, that this statement is given. 
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In February of this year the council of the junior bar conference 
gave careful consideration to a detailed report of its activities com- 
mittee regarding the Jenkins-Keogh bill and the Ray bill. 

After close examination of these bills, the conference, by formal 
resolution, recorded its support and endorsement of this legislation 
intended to afford self-employed persons an opportunity to create 
private retirement funds comparable to funds created through corpo- 
rate pension plans. 

It is apparent that professional and self-employed persons as com- 
pared with corporate employees are presently denied an equal oppor- 
tunity to provide for retirement. Usually funds paid into pension 
plans are not taxable income to corporate employees until they retire 
and begin drawing against the fund. 

A young lawyer, however, as well as the young architect and all 
others who are self-employed, is taxed on every dime that he earns, 
as it is earned, even though a percentage of this income is placed in 
a private retirement fund identical in purpose with similar corporate 
funds. There is no logical explanation for this varying practice. 

If the corporation and its employees can build up sentteae retire- 
ment funds, certainly the self-employed should be given a similar 
opportunity to create retirement funds without penalty of double 
taxation. 

The members of the junior bar conference urge this committee to take 
immediate action to remedy this obviously inequitable situation. 

It is not our aim to detail and analyze the terms and provisions of 
the bills here under consideration but instead to call to your attention, 
as forcefully as possible, our interest in this legislation and our opin- 
ion that the only reasonable solution of the problem requires the elimi- 
nation of the discrimination which now hinders the young profes- 
sional man in his efforts to plan and build for his retirement. 

Thank you, Mr. Chairman. 

Mr. Kroon. Thank you very much, Mr. Richardson. 

I would like to ask you this one question: Has your conference taken 
any formal position with respect to the inclusion of lawyers in the 
Social Security Act? 

Mr. Ricuarpson. We have formally adopted a resolution favoring 
voluntary social security for young lawyers. 

Mr. Kroeu. When you say formally, you mean a-l-l-y? 

Mr. Ricuarpson. I mean formally, a-l-l-y. 

We have not acted with regard to the question of compulsory en- 
trance into the social-security program. 

Mr. Krocn. Well, without intending to embarrass you in any way, 
would you have any basis for expressing an opinion as to what the 
probable attitude on compulsory coverage would be? 

Mr. RicwArpson. I would just prefer not to express that opinion. 
My personal opinion is that probably it would not be tovaied: com- 
pulsory would not be favored by the younger lawyers of the country, 
but that is my personal opinion rather than the conference’s. 

Mr. Kroon. Thank you very much, Mr. Richardson. . 

Mr. Ricnarpson. Thank you, Mr. Keogh. 

Mr. Krocu. Next we have Mr. Chester D. Swope. 
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STATEMENT OF CHESTER D. SWOPE, D. 0., CHAIRMAN, DEPART- 
MENT OF PUBLIC RELATIONS, AMERICAN OSTEOPATHIC ASSOCIA- 
TION 


Dr. Sworr. My name is Dr. Chester D. Swope. I am a practic- 
ing osteopathic physician, with offices in the Farragut Medical Build- 
ing, Washington, D. C. 

My appearance here is on my capacity of chairman of the depart- 
ment of public relations of the American Osteopathic Association. 

We appreciate the privilege of expressing our views regarding 
authorization of restricted retirement funds for self-employed per- 
sons proposed in bills, H. R. 9, Mr. Jenkins; H. R. 10, Mr. Keogh; H. 
R. 785, Mr. Keating; H. R. 2092, Mr. Ray; H. R. 2103, Mr. Bosch; 
H. R. 2143, Mr. Kearney; H. R. 2154, Mr. Latham; H. R. 2221, Mr. 
Wainwright; H. R. 2592, Mr. Gwinn; H. R. 2633, Mr. Miller; H. R. 
3113, Mr. Gamble; H. R. 3574, Mr. Coudert, now pending before this 
committee and cited as the Individual Retirement Act of 1955. 

The bills permit a self-employed person to have deferred until dis- 
tribution the tax on the portion of income which he has paid to a re- 
stricted retirement find: or as premiums under a restricted retire- 
ment annuity contract, provided the fund or annuity contract requires 
that distribution during his lifetime may not be made to him prior 
to age 65, except in the case of his total and permanent disability. 

Two of the bills, H. R. 9 and H. R. 10, require that disability in 
order to entitle distribution prior to age 65 must be certified by “a 
licensed doctor of medicine.” 

The 10 remaining bills prescribe that the disability certification be 
made by “a licensed doctor of medicine or osteopathy.” 

In December 1951, the American Osteopathic Association approved 
the general principle involved in the legislation. It still does, but the 
association 1s gravely concerned with the disability proof provisions 
of H. R. 9 and H. R. 10, which discredit and legally disqualify certi- 
fications made by physicians of the osteopathic school of medicine. 

In the event either H. R. 9 or H. R. 10 is acted on by the committee, 
we respectfully request that the words “or osteopathy” be added after 
the word “medicine” im the respective places, page 6, line 5; page 10, 
oy 22 and 23, H. R. 10, as already provided for in the remaining 

ills. 

Acts of Congress and Federal regulations generally recognize as 
sufficiently comparable the professional quilifnetions of a licensed 
doctor of osteopathy and a licensed doctor of medicine, in all the 
States, as witness the following: 

1. “The degrees of doctor of medicine and doctor of osteopathy shall 
the accorded the same rights and privileges under governmental regu- 
lations” (Healing Arts Practice Act for the District of Columbia, 
om. Law 831, 70th Cong., approved February 27, 1929, 45 Stat. 
1329). 

Interpretive of that law, as applied to the District of Columbia, 
the, Commission on Licensure, Healing Arts Practice Act, District of 
Columbia, on May 29, 1930, ruled in part as follows: 

It is the opinion of the Commission that the Healing Arts Practice Act confers 


upon the practitioners of osteopathy all the rights and privileges granted to 
practitioners of medicine. 
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That provision of law represents the will of Congress, indicative 
of the comparable qualifications and professional standing of doctors 
of medicine and doctors of osteopathy, albeit the occasion for expres- 
sion was in discharge of its responsibility to one and promote the 
health, safety, and welfare of the people of the District of Columbia 
over which it exercises exclusive legislative jurisdiction. 

2. Doctors of osteopathy in all States are recognized for exami- 
nation and treatment of the Federal civil employees who become ill 
or injured due to their employment viz: 

The term “physician” includes surgeons and osteopathic practitioners within 
the scope of their practice as defined by State law. 

The term “medical, surgical, and hospital services and supplies” include serv- 
ices and supplies by osteopathic practitioners and hospitals, within the scope of 
their practice as defined by State law (Public Law 558, 75th Cong., 3d sess., 
approved May 31, 1938, 52 Stat. 586). 

3. Doctors of osteopathy in all States are expressly authorized to be 
utilized for preemployment and other examinations and treatment of 
on-the-job illness of Federal employees (Public Law 658, 79th Cong., 
approved Aug. 8, 1946, 60 Stat. 904). 

4, A licensed doctor of osteopathy in any State is a “duly licensed 
physician” for purposes of physical examinations for Federal employ- 
ment. Civil Service Commision, Federal Personnel Manual, Chapter 
M1, Medical Determinations in Connection with Federal Employment, 
page 3, approved February 2, 1951, defines the term “duly licensed phy- 
sician” as follows: 

Duly licensed physician: A duly licensed physician is a doctor of medicine or 
osteopathy. 

5. Safety regulation instruction No. 206, of the Civil Aeronautics 
Administration, promulgated September 4, 1945, authorizes physical 
examinations by ade of osteopathy in all States, in part as follows: 

Inspectors may accept a medical certificate from an applicant where such 
certificate has been executed by any doctor of medicine or doctor of osteopathy 
licensed to practice under the laws of the State involved. 

6. Doctors of osteopathy in all States are eligible to examine and 
treat beneficiaries under the Social Security Act. Section 403 (b) 
of Public Law 734, 81st Congress, approved August 28, 1950, added 
a paragraph to the general provisions title of the Social Security Act, 
title XI, section 1101 (a), as follows: 


(7) The terms “physician” and “medical care” and “hospitalization” include 
osteopathic practitioners or the services of osteopathic practitioners and hospi- 
tals within the scope of their practice as defined by State law. 


7. Doctors of osteopathy in all States are eligible for ee rem 
in the Medical Service of the Department of Medicine and Surgery 
of the Veterans’ Administration. Section 5 (b) Public Law 293, 79th 
Congress, approved January 3, 1946 (59 Stat. 676), prescribed that 
an applicant shall: 

* * * hold the degree of doctor of medicine or doctor of osteopathy from a 
college or university approved by the Administrator, have completed an intern- 
ship satisfactory to the Administrator, and be licensed to practice medicine, 
surgery, or osteopathy in one of the States or Territories of the United States 
or in the District of Columbia. 

All colleges and hospitals approved by the American Osteopathic 


Association have been approved by the Administrator of Veterans’ 
Affairs. 
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8. The Veterans’ Administration employs osteopathic physicians in 
all the States as fee basis physicians for outpatient examination and 
treatment for service-connected disabilities of veterans “under the 
same rules and regulations as govern such services by doctors of 
medicine” ( Veterans’ Administration release of Feb. 9, 1948). 

9. The Veterans’ Administration accepts examination reports of 
doctors of osteopathy in all States for purposes of national service life 
insurance (sec. 3464 of Veterans’ Administration Regulations and 
Procedure, approved May 5, 1950). 

10. Veterans’ partial or total and permanent disability pension or 
compensation examinations by licensed doctors of osteopathy are 
acceptable by the Veterans’ Administration under the same rules 
applicable to examinations by licensed doctors of medicine (Chief 
Medical Director letter of Dec. 10, 1952). 

Doctors of osteopathy are licensed and practicing in all of the 
States. For admission to examination for licensure, the licensing 
agencies of all States require high school graduation, a minimum of 3 
years preprofessional college work, and 4 years professional college 
work, and some require internship. 

Of the 487 freshmen in the fall of 1954 in the 6 osteopathic colleges— 
there are no osteopathic colleges other than the 6 approved by the 
American Osteopathic Association—98 percent had 3 or more years 
preprofessional college training, 72 percent had baccalaureate or ad- 
vanced degrees. 

Some three-fourths of the States license doctors of osteopathy in 
major operative surgery and drugs. In the remaining States, legal 
competence is limited in varying degree as to drugs or surgery, but 
professional competence is common to all States because of the common 
source of supply, namely, the 6 colleges of osteopathy and surgery and 
the 85 hospitals approved for intern training. 

Subject to our proposed changes, we concur in the objectives of the 
pending bills. 

Congress has already encouraged private pension plans for em- 
ployees by tax deferment on employer contributions. 

Some 12,000 self-employed osteopathic physicians or surgeons, in 
addition to other self-employed persons, would be able to participate 
in a voluntary savings-tax deferment plan such as projected in the 
pending bills, and the American Osteopathic Association joins in 
petitioning Congress for the enactment of such a plan. 

Mr. Kroon. Our next witness is James F. Lawrence. 


STATEMENT OF JAMES F. LAWRENCE, ENGLEWOOD, N. J., ON 
BEHALF OF THE INVESTMENT COUNSEL ASSOCIATION OF 
AMERICA 


Mr. Lawrence. Mr. Chairman, my name is James F. Lawrence and 
my home is in Englewood, N. J. I am a partner in the investment 
counsel firm of Scudder, Stevens & Clark, of New York and Boston. 
T am also vice chairman of the board of governors of the Investment 
Counsel Association of America and it is primarily in that capacity 
that I am here. 

Background : The association which I represent has member firms or 
member corporations in various sections of the country, although, 
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naturally, the financial centers of the country are more heavily repre- 
sented than industrial or agricultural areas. 

However, if any importance is to be attached to what I might say, 
it is not because of the size of our membership, which is relatively 
small, but because investment counsel in their role of financial adviser 
are acutely aware of the retirement problems faced by many of their 
clients and because we may be presumed to have some experience and 
judgment of investment questions. 

Our member firms serve thousands of individual clients, many of 
whom are professional people, or sole proprietors of small businesses, 
or for some other reason are excluded from the benefits available to 
participants in the pension and proft-sharing plans provided for 
under sections 401 to 404 of the Internal Revenue Code of 1954. Our 
members are also retained in many instances by the trustees of such 
pension funds and this has increased our awareness of the discrepan- 
cies which exist between clients of the two groups, the included em- 
ployees and the excluded self-employed. 

As a member of Scudder, Stevens & Clark, which is a partnership, 
I have also a personal interest in this legislation because I would bene- 
fit from it. 

I cite this not as an argument meriting your attention, but as an in- 
dication that I at least have a personal awareness of the retirement 
problems of many of my self-employed colleagues in the investment 
counsel field as well as many of their self-employed clients. 

Association favors the principle: Our association has actively sup- 
ported the objectives of the proposed legislation since it was first in- 
troduced, in a somewhat different form, several years ago. 

Mr. Rapp, Mr. Roberts, and a number of others who have appeared 
already have given you what we believe to be sound and wholly valid 
arguments for the principles embodied in the legislation. I would 
do neither you nor myself any service if I attempted to repeat or para- 
phrase their arguments, but I would like to emphasize one point: Gite 
apart from the factor of equity which seems so strongly in favor of 
the proposed legislation, we believe it is important to the economy as 
a whole to encourage adequate provision for retirement. ; 

Our economy gains little from individuals who continue to work 
well beyond their period of maximum effectiveness because they can- 
not afford to retire. Nor does the country gain by a retirement which 
converts a consumer into merely one-third or one-fourth of a consumer 
because he cannot afford to be anything more. 

Reasons for amendment: Mr. Rapp stated his belief that the invest- 
ment provisions of the present bill are unnecessarily restrictive, and in 
this we very definitely concur. It obviously would accomplish little 
to offer with one hand the right to defer the tax liability on a limited 
portion of the self-employed individual’s income, and with the other 
hand take back that apparent advantage by imposing investment re- 
strictions which have the effect of limiting the possible investment 
return on the retirement fund by more than the amount of the tax 
postponement. 

As investment counsel, we have had sufficient experience to recog- 
nize how important the rate of return can be in determining total 
investment results, and hence the effectiveness of any pension or 
retirement plan. 
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We do not argue that the individual should have access to his re- 
stricted retirement fund earlier than age 65, except under appropriate 
provisions as to total disability or other major change of circum- 
stances, or be able in any way to put money into the fund “over the 
counter” and take it out “under the counter.” 

We recognize, too, the necessity for provisions which will permit 
the Treasury Department to police the restricted retirement funds in 
a practical and economical way. 

Section 405 of the Ray bill, which was introduced as H. R. 7954 
in the last session of Congress, and reintroduced more recently as H. R. 
2092, meets both of these tests and, at the same time, provides relatively 
wide investment latitude. 

It is our recommendation that these provisions which would permit 
a restricted custodian account as an alternative to a trust, and which 
would permit the use of regulated investment companies, which are a 
logical form of investment for moderate amounts of money, be substi- 
tuted for the more restrictive section 405 in H. R. 10; that also applies, 
of course, to H. R. 9. 

Alternative amendment: If for any reason this substitution proves 
impractical, an alternative, but less broad, proposal would be to amend 
section 405 (b) (2). This section as presently drafted provides that 
the trustee of a restricted retirement fund must be a bank. 

We believe that an exception to this provision would be justified in 
certain cases and we suggest the addition of language substantially 
as follows at the end of the present section 405 (b) (2) : 

Provided, however, the requirement that the trustee be a bank shall not be 
applicable if the trust forms part of a retirement plan set up by a bona fide agri- 
cultural, labor, business, industrial, or professional association or similar organi- 
zation for the exclusive benefit of its participating members and if the indenture 
of such trust requires that the assets of the trust be placed and maintained in 
the custody of a bank, as defined in section 581, under such rules and regulations 


as may from time to time be prescribed for the protection of the participating 
members by the Secretary. 


TREASURY PROTECTED 


It is the intention of the above language to provide that professional 
associations and similar organizations may set up their own plans for 
the benefit of their members under the same terms and conditions as 
corporations under section 401 for the benefit of employees. By re- 
quiring that the Secretary must approve a plan by an association, the 
Treasury will be protected from creation of funds not registered 
with it. 

It is to be presumed that when the Treasury reviews the applica- 
tion, it would investigate the affairs of an association sufficiently to 
satisfy itself that it is a bona fide association and not simply organ- 
ized for the purpose of avoiding payment of taxes by its members. 

By providing that all trusts must be held in custody at a bank, the 
Treasury would have access to records for purposes of examination 
just as would be the case if the bank were trustee. 

We have been advised that an amendment substantially in this form 
would receive the support of the major professional associations which 
are backing H. R. 9 and H. R. 10, provided that it is acceptable to the 
Treasury. 
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I cannot, of course, speak for the Treasury in this respect, but the 
amendment which I have just outlined has been informally discussed 
with representatives of the Treasury and we have had, to date, no indi- 
cation that it would be unacceptable. 

In fact, I believe in testimony made before the committee yesterday, 
the Treasury indicated that the investment provisions of this bill 
should be greatly broadened if the bill is to be acted upon. 

That concludes my statement, Mr. Chairman. 

Mr. Karsten (presiding). Does that conclude your statement, Mr. 
Lawrence ? 

Mr. Lawrence. Yes, sir. 

Mr. Karsten. Are there any questions? 

Mr. Kroeu. Mr. Lawrence, I would like to ask you, your suggestion 
that authority be given to the Treasury Department to extend to its 
protecting the creation of funds not registered with it, on page 5, do 
you recall that at the top there ? 

Mr. Lawrence. Yes, sir. 

Mr. Kroeu. That is going a little further, is it not, than the author- 
ity of the Treasury Department with respect to the corporate plans? 
As I understand it there, the authority is limited to making certain 
that the plan is nondiscriminatory, that is, that it does not discriminate 
in favor of the top officials against the interests of the bulk of the 
employees ? 

Mr. Lawrence. I believe that is correct, sir. Perhaps in my use of 
the words “approve a plan” I implied a much greater degree of judg- 
ment on their part as to whether it was a satisfactory plan or not than 
I intended. I merely mean to suggest that the Treasury would be in 
a position to see that this was a bona fide plan of an association which, 
in itself, was a bona fide association. 

Mr. Keroeu. Well, my personal opinion is that I would be inclined 
to have no objection to providing for the alternative form of a custo- 
dian account. I only wish that we were up to that point in the consid- 
erations of this legislation. 

Mr. Lawrence. Very good, sir. I appreciate that, sir. 

Mr. Karsten. Are there further questions ? 

If not, Mr. Lawrence, we thank you for your appearance and the 
information that you have given the committee. 

Mr. Lawrence. Thank you, gentlemen. 

Mr. Karsten. I call next Mr. Paul H. Robbins, executive director 
of the National Society of Professional Engineers. 

Do you have a prepared statement ? 


STATEMENT OF PAUL H. ROBBINS, EXECUTIVE DIRECTOR, NA- 
TIONAL SOCIETY OF PROFESSIONAL ENGINEERS, WASHINGTON, 
D. C. 


Mr. Rossrns. I do, Mr. Chairman. 

Mr. Karsten. State your name for the record and tell us whom you 
represent, 

Mr. Ropprns. My name is Paul H. Robbins. I am executive di- 
rector of the National Society of Professional Engineers, 1121 15th 
Street NW., Washington, D. C. 

1 appear before the committee to present the views of our organiza- 
tion on the pending legislation to establish a method whereby self- 
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employed persons and those not under an approved pension plan may 
have an opportunity to finance their individual retirement program. 

In the interests of saving the committee’s time I believe that our 
statement substantiates a good bit of the testimony already presented 
to the committee. It presents some of the facets of the professional 
engineering employment which may be slightly different but I think 
the presentation of our prepared statement and its inclusion in the 
record will be satisfactory to us. 

If there are any questions, I will try to answer them. 

Mr. Karsten. Without objection, the statement will be incorporated 
in the record. 

(The statement referred to follows :) 


STATEMENT BY NATIONAL SocrETY OF PROFESSIONAL ENGINEERS, RE INDIVIDUAL 
RETIREMENT ACT oF 1955, H. R. 9, H. R. 10 


My name is Paul H. Robbins. I am executive director of the National Society 
of Professional Engineers, 1121 15th Street NW., Washington 5, D. C. I appear 
before the committee to present the views of our organization on the pending 
legislation to establish a method whereby self-employed persons and those not 
under an approved pension plan may have an opportunity to finance their indi- 
vidual retirement program. 

By way of background, the National Society of Professional Engineers con- 
sists of more than 35,000 members who are all registered under the various State 
engineering registration laws. Our membership is affiliated through 39 member 
State societies and more than 300 local community chapters. The membership 
of the society includes professional engineers of all branches of engineering and 
all types of employment: Private industry, Federal, State and local government, 
education, public utilities, research organizations, self-employed private practice 
and those in active military service. 

One of the constitutional objectives of the National Society of Professional 
Engineers is “the advancement of the public welfare and the promotion of 
the * * * economic interests of the professional engineers.” In urging the 
committee to approve and recommend the principles of H, R. 9 and 10, we be- 
lieve that both obiectives will be advanced. 

It is a well settled principle of the American system that thrift is considered 
a virtue and that each individual should plan early in his career for the inevit- 
able day when the vicissitudes of time will remove him from income-producing 
work in his major line of endeavor. When that time comes it is expected he 
will have put aside, in one form or another, the economic means to maintain 
himself and his dependents in a decent and respectable condition. For a great 
many of our citizens the path to this goal is eased to a considerable extent by 
private pension plans under the authority of Federal law. 

This opportunity does not exist, however, for the self-employed and those 
who are not within an approved pension plan. They are denied a practical 
opportunity to add this layer of retirement protection to their personal port- 
folio of future economic security arrangements. 

The establishment of private retirement plans, paid for out of current earn- 
ings, would appear to be the logical resolution of the situation by the self- 
employed professional. But the harsh fact is that the present high tax rates, 
which the experts assure us will not be substantially reduced in the foreseeable 
future, do not leave the average self-employed professional person enough to 
cover living costs and a residue for the relatively high payments which are 
required for an acceptable private pension plan. 

The pending legislation proposes to recognize these facts and provide a fair 
and equitable way for the persons thus situated to have the opportunity to 
provide some degree of retirement security out of their own current earnings. 
This can be done if the Federal Government is willing that each self-employed 
individual desiring to do so be permitted to reduce his yearly tax liability by a 
relatively small percentage in order that this sum may be invested in a retire- 
ment program. It is not necessary for our purpose to delve into the details of 
the legislation because the technical experts in the field of taxation will un- 
doubtedly advise the committee on that phase of the hearing. In company with 
representatives of the other major professions we would, however, submit some 
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basic facts and considerations applicable to the professional group within our 
orbit of interest—the professional engineers. 

As is the case with other professions, preparation for a career as a profes- 
sional engineer is both costly and time consuming. Costs of an engineering 
education, in common with the costs of education for other professions, are 
necessarily high. Institutes, colleges, and universities invest a great deal of 
money in buildings, equipment, and staff. Many engineering schools are located 
where costs of living are high. A student embarking upon an engineering 
career is thus faced with the outlay of a considerable sum of money at a time 
when others in his age group are beginning to work in gainful employment. 

Upon graduation the young engineer is confronted with the facts that at 
least 4 years of supervised professional practice are in most Cases necessary 
before he can be licensed as a full-fledged professional engineer. Without such 
a license he is ineligible to offer his services to the public. In addition he 
discovers that this interim period is apt to be prolonged by the fact that he 
must take time to build himself a reputation sufficient to attract clients, and 
to gain the additional experience necessary to provide the most efficient service. 

For many years the private practitioner must normally be content first, to 
expend considerable sums of money on his education, and second, to work for 
a comparatively small income until the time comes when his reputation, prestige, 
and work permit him to realize a profit on his invested time and money. Thus 
he arrives at the same peak in his professional life as do the practitioners of 
other professions, and at approximately the same time. This peak he maintains 
for some years, only to find that as he grows older his income gradually begins 
to decline by the time he reaches a normal retirement age. It becomes clear, 
then, that most consulting engineers cannot, and do not, realize a return on 
their original investment until they have reached early middle age. It is 
additionally clear that the period of maximum remuneration which rewards 
them for their earlier sacrifices is small in terms of the total span of their 
working years. 

From this period of maximum earnings must be provided future retirement 
income. A self-employed engineer cannot rely on a company-pension plan, 
a Government pension, or similar sources of retirement income. What retire- 
ment income he has he must provide for himself. 

It is possible for salaried employees to receive substantial tax benefits 
under existing favorable tax law provisions. There is an increasingly gen- 
eral tendency on the part of industry to provide retirement income in addition 
to social security benefits which may be accrued. Even the proprietor of a non- 
professional personal service business is less likely to be in a position where 
he is subject to the effect of surtaxes on a single life-time peak of personal income, 
and is better able to capitalize on his business in order to secure his retire- 
ment. As matters now stand, the professional man only is truly forgotten by the 
tax laws. He alone stands in a position where high surtaxes prevent him from 
leveling his earnings to provide a stable income and retirement benefits. 

It would appear then, that in all fairness the laws should be written to per- 
mit those who earn their income by a personal practice of a profession to project 
some portion of their earnings into the future for tax purposes. In this way 
they may escape the present unfair full impact of the existing surtax on their 
peak earnings, thus being able to establish a secured fund for retirement. 

One other consideration should not be lost sight of. Our country today stands 
in need of all of our trained professional people, and the need for additional 
trained professionals is daily increasing. Advice and counsel from schools 
and industry, from Federal departments, agencies, and bureaus encourages our 
young people to evaluate their future employment and life work not only in 
terms of services which can be performed, but also in terms of income and future 
security which can be anticipated from the performance of the services. Is it 
too much to believe that many young men who might otherwise consider the 
independent practice of professional engineering could well decide to find work 
where the financial rewards, and particularly the financial security, are more 
certain? Can we afford to discourage the independence of thought and effort 
characteristic of the private practitioner from whose ranks in all the profes- 
sions much of our leadership has been, and will be, drawn? It seems clear that 
we can ill-afford to discourage such people from embarking upon professional 
careers by presenting them with a prospect of rewards not commensurate with 
the risks they are asked to run. 
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The National Society of Professional Engineers is confident that the com- 
mittee, which has recognized the magnitude and difficulty of the problem by 
scheduling hearings on this legislation, will unquestionably arrive at a fair and 
equitable solution to the problem we have discussed. 

If we can be of any additional assistance to the committee in its further 
deliberations we stand ready at all times to do so. 

Mr. Karsten. Are there any questions? 

Mr. Keogh will inquire. 

Mr. Keocu. Yours is one of the professions that has recently been 
covered by social security ? 

Mr. Rosgrns. That is true, sir. 

Mr. Kroon. Notwithstanding which you are authorized by the 
national society to appear here in support of the pending bill? 

Mr. Rosstns. That is correct. 

Mr. Keroeu. I gather from that that it is the position of your society 
that social security coverage is not sufficient to remove completely the 
discrimination that has been worked against such groups as yours? 

Mr. Rozsrns. That is correct, sir. 

Mr. Kroon. Thank you very much. 

Mr. Karsten. If there are no further questions, we thank you for 
your appearance, Mr. Robbins, and we appreciate the information 
you have given the committee. 

Mr. Roserns. Thank you. 

Mr. Karsten. We call next Mr. Joseph H. Ehlers. 

Mr. Keoeu. Mr. Chairman, I think you have a note there indicating 
the names of Mr. Kates and Mr. Proctor. 

Mr. Karsren. Yes, the statement is by Mr. Ehlers on behalf of 
Mr. Edgar J. Kates and Carlton S. Proctor. 


STATEMENT OF JOSEPH H. EHLERS, FIELD REPRESENTATIVE OF 
THE AMERICAN SOCIETY OF CIVIL ENGINEERS, ON BEHALF OF 
EDGAR J. KATES, VICE PRESIDENT OF THE ENGINEERS JOINT 
COUNCIL, AND CARLTON S. PROCTOR, CHAIRMAN, EJC NATIONAL 
ENGINEERS COMMITTEE 


Mr. Enters. My name is Joseph H. Ehlers. I am field representa- 
tive of the American Society of Civil Engineers, one of the constituent 
societies of Engineers Joint Council, in whose behalf I am appearing. 

In order to conserve your time, I will file this statement for the 
record, with only a few brief remarks. 

Mr. Karsten. Without objection, the statement will be incorporated 
in the record and you may proceed with your remarks. 

(The statement referred to follows:) 


STATEMENT RELATIVE TO H. R. 9 AnD H. R. 10, PARALLEL Britis, Bacn CITED as 
“INDIVIDUAL RETIREMENT ACT OF 1955” sy EpGar J. Kates, VICE PRESIDENT OF 
ENGINEERS JOINT COUNCIL AND CARLTON 8. Proctor, CHAIRMAN, EJCO NATIONAL 
ENGINEERS COMMITTEE 


Engineers Joint Council is the organization for coordinating activities of 
mutual concern to national engineering societies representing the major branches 
of the engineering profession. The constituent societies are: 

American Society of Civil Engineers 

American Institute of Mining and Metallurgical Engineers 
The American Society of Mechanical Engineers 

American Water Works Association 
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American Institute of Dlectrical Engineers 

he Society of Naval Architects and Marine Engineers 
American Society for Engineering Education 

The American Society of Refrigerating Engineers 
American Institute of Chemical Engineers 

The American Institute of Consulting Engineers 


The combined individual membership of the societies is in excess of 190,000 
including engineers in private practice, those in high positions in industry and 
employees of both private and governmental organizations. 

Engineers Joint Council is in accord with the principles embodied in H. R. 9 
and H. R. 10, each of which is cited as “Individual Retirement Act of 1955.” We 
believe that those principles have become generally recognized as being sound 
and that there is little point in consuming the time of the committee with lengthy 
discussion. Our comment will be brief. 

We are convinced that the present system of income taxation imposes man- 
ifest inequity on “earned income” such as that derived from salaries, professional 
fees and other forms of compensation for professional services. 

Self-employed persons, like others, must pay a tax on their current incomes. 
In turn, they are required to pay a tax on the income from such savings as they 
may be able to accumulate. The same is true of employees who are so situated 
that they do not have the advantages of private pension plans customarily made 
available by corporate employers. 

The advantage to employees who participate in private plans is obvious. The 
employer places aside funds which are not taxable to the employee currently 
and no tax is required until the employee receives the benefit upon retirement. 
We believe it only fair that self-employed persons be granted some comparable 
opportunity to provide for retirement income. 

The inequity of the present system is strikingly evident when the plight of self- 
employed professional people is contrasted with the situation of businessmen. 
One who operates an incorporated businesss enjoys a marked advantage. Such a 
man, assuming that his operations are successful, may take out of his business 
income enough to cover his personal needs and plough back the balance into 
his corporation. Although that balance is subject to corporate tax, the rate is 
substantially less than that on personal income. The net result is that such a 
business venture can expand and increase in value through the years. With 
increasing age, such a man may retire from active business life and enjoy the 
income from dividends on stock he has accumulated; he may ease his tax burden 
on dividends by giving some of his stock to members of his family; if he sells 
his business, profit so realized is subject to a maximum capital gain tax of 25 
percent; upon his death, he may leave his going business concern to members 
of his family, thus providing for their future welfare. 

By contrast, it is very difficult for an engineer, architect, lawyer, doctor, or 
any other person whose income is derived from personal services, to set aside, 
during his years of relatively high earning capacity, enough to provide adequate 
income for his declining years, to say nothing of providing for his family after 
his death. This is true whether an individual be operating as a professional 
man offering his services directly to the public or one who spends his professional 
life in salaried positions where no special retirement provisions may be avail- 
able to him. In either case, his earning capacity generally declines materially 
after passing a peak during middle age, and, unless he has been able to accumu- 
late sufficient reserve to provide adequate income during his late years, his 
plight is sorry, indeed. While this is a situation of long standing, it has 
become seriously aggravated with the increases in income-tax rates during 
recent years. 

The situation of the individual practitioner is further aggravated by fluctu- 
ations in yearly income. It is just about inevitable that while the income of 
such a person may be substantial during some 1 year, or brief period of years, 
it will suffer drastic decline in others. In case of illness his income may cease 
entirely. The result, of course, is that the individual practitioner, in the long 
run, is required to pay income taxes reaching a high total as compared to his 
total income throughout a period of years. 

It is a generally accepted principle that taxes should be levied in proportion 
to the ability to pay. Weare not here contesting it. But, it seems only sensible 
and just to consider that the criterion for ability to pay should be established 
on some reasonable judgment as to life-long ability, rather than on a year-to- 
vear basis. We consider that the provisions of H. R. 9 and H. R. 10 constitute 
an appropriate step in the right direction. 
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We are quite aware that the problem herein discussed has been under con- 
sideration by your committee for a long period and, therefore, will not undertake 
to discuss details of the bills. We simply want to record our support of the 
principles incorporated in them and recommend that the committee give them 
favorable consideration. 

Mr. Eners. There seems to be rather general acceptance of the 
fact that a tax inequity exists in respect to self-employed professional 
men and others who do not come under a pension plan. 

A question exists as to whether we can afford to remedy this inequity. 
T sincerely hope this committee will accept the principle in recommend- 
ing some legislation; adjusting the amounts to lower level believed 
necessary, until it can be ascertained what the cost to the Government 
actually is. 

Mr. Karsren. Are there any questions ? 

Mr. Keogh? 

Mr. Keocu. Are you Mr. Kates? 

Mr. Eu ters. I am Mr. Ehlers, representing Mr. Kates and Mr. 
Proctor today. 

Mr. Keocu. In other words, the position of your council is that 
you are not here advocating any particular form of bill providing 
for any percentage or dollar maximum, but you are taking the posi- 
tion that the principle of providing some means whereby the self- 
employed, including the professional groups, may do for themselves 
what the Congress has permitted corporations to do for their employees 
and officers ? 

Mr. Enters. That, in general, is it. We have actually approved 
H. R. 9 and 10 but in view of the questions that have been raised, I 
think we are supporting the principle rather than any particular 
wording of the bill. 

Mr. Karsten. Thank you very much for your appearance and for 
the information you have given the committee. 

Mr. Eucers. Thank you. 

Mr. Karsten. I will call next Dr. Paul E. Jones, of the American 
Dental Association. 

Dr. Jones, will you please give your full name for the record, and 
the name of the other gentleman appearing with you? 


STATEMENT OF DR. PAUL E. JONES, CHAIRMAN OF THE COUNCIL 
ON LEGISLATION OF THE AMERICAN DENTAL ASSOCIATION, AC- 
COMPANIED BY HOWARD N. GREENBLATT, ASSISTANT SECRE- 
TARY OF THE COUNCIL ON LEGISLATION, ON BEHALF OF THE 
AMERICAN DENTAL ASSOCIATION 


Dr. Jones. Mr. Chairman and gentlemen of the committee, I am 
Dr. Paul E. Jones, a practicing dentist of Farmville, N.C. I appear 
today as chairman of the council on legislation of the American Den- 
tal Association to present the association’s views in support of the 
principles contained in H. R. 9 and H. R. 10, and similar proposals 
now before the Congress. H. R. 9 and H. R. 10 would enact a tax 
provision designed to encourage self-employed individuals such as 
dentists to establish voluntary pension plans. 

Accompanying me is Mr. Howard N. Greenblatt, of Chicago, IIL, 
assistant secretary of the council on legislation. 
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‘The American Dental Association, as you know, is the official spokes- 
man of the dental profession. Its active membership represents over 
80 percent of those engaged in the practice of dentistry today. 

It is important to point out that, of the approximately 84,000 active 
practitioners of dentistry in this country today, approximately 75,000 
are in private practice and thus self-employed. 

The American Dental Association in the past has supported in tes- 
timony before this committee the objectives of the so-called Reed- 
Keogh-Jenkins proposal. 

At our Jast annual meeting in Miami the house of delegates, which 
consists of over 400 members, adopted a specific resolution in support 
of the principles contained in the proposals you are considering today. 
This resolution reads: 

Resolved, That the council on legislation be authorized to seek, or support, 
legislation which, if enacted, will offer to dentists an opportunity to establish a 
retirement income plan or fund for themselves as individuals under the same 
tax equities as are now provided for the beneficiaries of company-sponsored 
plans. 

The Internal Revenue Code has for some years permitted corpora- 
tions to establish retirement or pension plans under a trust arrange- 
ment for the benefit of their employees. Amounts paid into approved 
trusts by corporations for the benefit of employees are not taxable to 
the employee at the time the payments are made, even though these 
amounts must be considered as part of the employee’s wages. Rather, 
the incident of taxation is deferred until such time as the employee 
beneficiary starts to draw benefits from the trust. Unfortunately, the 
code does not provide a similar tax incentive for self-employed indi- 
viduals, 

H. R. 9. and 10, as well as the several similar proposals now before 
the Congress, would correct this inequity by enacting a provision for 
the benefit of self-employed persons so that they too might establish 
retirement trusts under analogous tax incentives. 

If enacted, the legislation would enable a dentist to make yearly 
contributions of limited amounts into a retirement or pension trust 
and defer his income-tax liability on these amounts until the time he 
begins to draw upon the principal and interest of the trust. 

A problem common to most individuals is that of providing a 
source of income for their later years related to the standard of liv- 
ing established during more productive years. <A solution to that 
problem, although difficult to obtain under the present tax struc- 
ture, is not only in the individual’s interest but in the interest of our 
economy as well. 

The Congress has recognized the objective as a worthy one, and has 
sought to achieve it through modifications of the Internal Revenue 
Code. 

Its greatest accomplishment in this field was the enactment of the 
section 401 of the Internal Revenue Code and its predecessor sections 
which provided for the establishment of corporate pension benefits. 
However, this assistance was granted for the benefit of only one group 
in our economy, the corporate employee. 

By failing to include self-employed persons and other employed 
groups within the scope of that provision, the Congress created an 
inequity which is difficult to justify. 
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The economic difficulties faced by a dentist in providing for his 
later years are in many respects more complex than those encountered 
by corporate employees for whom the Congress has already provided. 

The dentist starts on his professional career relatively late in his 
youth, after spending approximately 6 to 8 years in preprofessional 
and professional study to qualify him for licensure. Thus the typical 
dentist is almost 27 years of age when he first enters dental practice 
and begins to earn income. 

Considering his present military obligations under the Doctor Draft 
Act, his entrance into practice may be even further delayed by 2 years. 

Contrast this to the high school or college graduate who is able to. 
accumulate income from age 19 or 23, and who, in all probability, will 
be eligible for corporate pension benefits under section 401 of the 
Internal Revenue Code. 

The dentist, moreover, not only devotes several years to professional 
study when he might otherwise be accumulating savings but, in addi- 
tion, must also invest substantial sums in his professional education 
and subsistence during this period. 

Upon graduation, the dentist must invest a large sum to establish 
his practice. The average amount that a dentist must expend to 
establish his practice asses deri computed to be approximately $7,700. 
You can appreciate, therefore, the total amount required to train for 
and enter the private practice of dentistry and the burden this invest- 
ment places upon the first years of practice to repay these funds. 

As soon as the dentist repays this investment and enters his peak 
periods of earning power, he must attend to the financial responsibili- 
ties of his growing family. He must educate his children and under- 
take the many other financial obligations in connection with his home 
and family. 

As he passes his peak earning period, he must adjust himself to a 
declining income. 

During the first years of his practice, a dentist’s income is under- 
standably modest. Once established, he has relatively few years of 
high income productivity, after which his earning power diminishes 
markedly. 

This cycle of dental income is graphically shown in a study made 
by the association’s bureau of economic research and statistics in 1953. 
That study, utilizing income figures for 1952, shows that during the 
first 5 years of practice the average yearly net income of a self-em- 
ployed dentist before taxes is $7,819 which increases to $10,759 per 
year during the second 5-year period of his practice. During the 
peak years of his financial responsibilty, from age 35 to 50, the dentist 
reaches his peak earning capacity. 

For example, in the 5-year period from age 40 to 44, the average 
yearly net income of the self-employed dentists before taxes reaches 
a peak of $12,470. After age 50 his net income before taxes falls off 
markedly. For example, in the 5-year period from age 60 to 65, the 
average net income before taxes of a self-employed dentist is $8,982. 

Attached to this statement as appendix A is a complete development 
of this study, which will show the full cycle of aoatal deanna: 

If we view this cycle of income against the many financial respon- 
sibilities, both professional and individual, faced by a dentist over 
the course of his life, we can only conclude that he has little opportu- 
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nity under the present tax structure to embark on a retirement pro- 


am. 

Te our system of graduated taxation, which takes a progres- 
sively greater share of one’s income as it increases, the dentist finds 
it difficult to take advantage of his more prosperous years to initiate 
a sound retirement program. 

A dentist, like anyone else, must live, save, and obtain those things 
he desires in life on the excess of income over his expenses. Typically, 
the dentist is seldom in the position at any stage of his practice to allo- 
cate funds regularly for this important purpose. 

The tax incentives contained in H. R. 9 and 10 would enable him, 
as section 401 of the code has enabled the corporate employee, to pro- 
vide for a retirement program. 

The enactment of H. R. 9 and 10 would erase the unfortunate tax 
inequity contained in section 401 of the code, and enable self-employed 
individuals to adopt a sound retirement program under tax incentives 
analogous to those now enjoyed by corporate employees. 

The enactment of one of these bills would strengthen our economy 
by encouraging the vast number of self-employed individuals to obtain 
economic protection in their advanced years. 

It is difficult to understand why the provisions within H. R. 9 and 
10 have not been enacted into law some time ago. 

The President, as well as the two political parties, have endorsed the 
principles contained in these bills on oat occasions. Many Mem- 
bers of Congress have worked diligently toward their enactment. 
They have received the analysis and consideration of hundreds of 
groups and individuals. 

On behalf of the dentists of this country, I urge this committee to 
report these bills favorably to the House for passage at this session 
of the Congress. 

I wish to thank the committee for the privilege of appearing before 
it in support of these measures. 

Mr. Karsten. Does that complete your statement ? 

Dr. Jones. That completes my statement. 

Mr. Karsten. Any questions? 

Mr. Kerocu. Mr. Chairman, I assume that Dr. Jones would like 
appendix A to follow his formal statement. 

Dr. Jones. Yes; I would. 

Mr. Karsten. You make the request that it be included in the record 
at this point? 

Mr. Keroeu. Yes. 

Mr. Karsten. Without objection, that will be done. 

(The information refe to follows :) 


APPENDIX A.—Average income before tares of self-employed dentists for 1952 


Average Average 
Age group: net income | Age group—Continued net income 
25-29. 55-59. 


Source: Bureau of Economic Research and Statistics, American Dental Association. 
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Mr. Krocu. Dr. Jones, is it not possible for a dentist to set up, or, 
rather, to write off against the gross income of his profession the 
depreciation on the $7,700 worth of equipment that he acquires? 

Dr. Jones. Yes, sir. 

Mr. Krocu. But there is no way under the present law that a dentist 
can set up a reserve against the depreciation of his most important 
asset, namely, himself? 

Dr. Jones. None that I know of. 

Mr. Kroeu. And there is no way for him under the present law to 
recoup the capital investment represented by his education? 

Dr. Jonzs. No, sir; not even by any depreciation schedule of any 
kind. 

Mr. Kroou. And the pending bills would be a step in the direction 
of providing some means of doing just that, would they not? 

Dr. Jones. Yes; that is my understanding. 

Mr. Kroen. Thank you, Mr. Chairman. 

Mr. Karsten. Any further questions? 

The gentleman from Virginia, Mr. Harrison, will inquire. 

Mr. Harrison. The American Dental Association is opposed to in- 
clusion of dentists under social-security law? 

Dr. Jones. I think that is correct, sir. 

Mr. Harrison. The dentists down my way tell me that they want 
to be under social security. To what extent does the national associa- 
tion represent their views? Has there been any poll taken of the 
dentists of the country at all? 

Dr. Jones. The house of delegates of the American Dental Associ- 
ation, which sets the policy of American dentistry, represents the 
dentists of America. They, by the way, are elected by their respective 
dental societies. The house of delegates had 403 representatives in it 
at the last session. 

In 1949 the first poll was taken and we rejected the inclusion under 
old-age and survivors insurance at that time. 

In 1952, 1953, and 1954, we also had it before the association and at 
all of those times it has been rejected. 

ae eS, Have you the vote by which it was rejected in those 
years ? 

Dr. Jones. I think we do. 

Mr. Greenblatt? 

Mr. GreenBiatr. The vote was 235 against OASI and 152 for 
OASI. 

Mr. Harrison. The last vote? 

Mr. Greensiattr. That was in Miami last fall and represented 5 or 6 
hours of debate on the floor of the House. 

Mr. Harrison. That is for compulsory coverage, of course, that you 
voted on? 

a GREENBLATT. Yes. There are a number of polls that have been 
taken. 

I might suggest in the District of Columbia here a prior poll was 
recently overridden by a poll just recently which held against OASI. 

Mr. Kroeu. That was in the last couple of weeks, was it not? 

Mr. Greensiatr. Yes, it was. 

Mr. Harrison. Dentists in my district indicated to me that they 
want social-security coverage. 
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Mr. Greensiatt. I might say that it will again be before our house 
of delegates in San Francisco next fall. 

Dr. Jones. We do have some that are for inclusion in the OASI, of 
course. 

Mr. Harrison. I did not hear you. 

Dr. Jones. I say, we do have some members that are for inclusion in 
the OASI but it will be continually considered by the American 
Dental Association until it is decided one way or another. 

Mr. Keocu. Mr. Chairman ¢ 

Mr. Karsten. Mr. Keogh. 

Mr. Keoen. As I understand, your profession would be wholeheart- 
edly in support of the pending bill ? 

Dr. Jones. Yes, sir. 

Mr. Krocu. There is a segment of the profession that would be in 
support of inclusion on a compulsory basis under OASI? 

Dr. Jones. I do not think we have any group in our association 
that would oppose the pending legislation here today. 

Mr. Kroon. This is the question I would like to ask you, not intend- 
ing to embarrass you or to ask you to exceed your authority: What 
would be your guess as to the view of the majority of your profession 
if they were given the opportunity, both of going into OASI and get- 
ting these pending bills in a package? 

Dr. Jones. In a package, you mean the 2 together or either 1 or the 
other ? 

Mr. Krocu. The two together. 

Dr. Jones. I will ask Mr. Greenblatt to comment. 

Mr. Greensiatr. That is a very difficult question to answer because 
we have a specific policy in favor of H. R. 9 and 10 and a specific policy 
in opposition to inclusion within OASI and I am afraid that we could 
not answer that question informally. 

Mr. Krocu. You see, Mr. Greenblatt, we do not limit our difficult 
questions only to our opposition, we sometimes put difficult questions 
to our friends. 

Mr. Karsten. The gentleman from California, Mr. King, will 
inquire. 

Mr. Kine. By what method, Doctor, do the members of your house 
of delegates determine the grassroots opinions of dentists on, say, 
inclusion or exclusion under social security ¢ 

Dr. Jones. I think that delegates are usually selected on the basis 
of their convictions. It is beginning to develop that way. Earlier 
in the game, possibly there was no parading of the issue of OASIT, 
but now it is beginning to become a debated question and a contro- 
versial question between different groups and I think maybe there 
will be a greater tendency as time goes on to determine the attitude 
of the delegates who are selected. 

Mr. Kine. Has the association ever been polled as a whole? 

Dr. Jones. Not as a policy. 

Mr. Greensiatr. We have never taken a poll of the whole member- 
ship. There was a poll taken in 1950 that Dr. Jones alluded to, on 
which every seventh man on our membership roll was sent a ques- 
tionnaire; that was the only national poll, because we feel our house 
of delegates is representative of the profession and should exercise 
the powers given to it by our constitution and bylaws. 
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Individual States from time to time have taken polls to obtain 
the opinion of their membership upon which their delegates are 
instructed. 

Mr. Kine. Well, I find a situation quite similar to that mentioned 
by Mr. Harrison in my district. The great preponderance of those 
dentists that I know that have corresponded with me are for inclu- 
sion in the old-age and survivors insurance program. 

I was just curious to know whether such men have been afforded 
opportunity within the machinery of the association to make their 
views known. 

I have known delegates in other organizations to be far afield from 
the views of their membership, and I was wondering if that was a 
possibility in your organization inasmuch as you have not, other 
than the delegate method, determined or attempted to determine the 
prevailing attitude. 

Dentists are pretty busy, and I know those that I am acquainted 
with have little time to take care of matters other than their patients, 
and they are not always aware of what their representatives think. 

Mr. Greensiatr. I migh state, Congressman, that the house of 
delegates has reference committees very similar to this committee. 
The reference committee on legislation spent a full day on open 
hearings debating this issue before reporting the resolution to our 
house of delegates. 

Our house of delegates debated this question approximately, as I 
recall, 3 or 3144 hours. A full expression is given to every member 
of the association on this question. 

Mr. Keoeu. Mr. Chairman. 

_ Mr. Karsten. The gentleman from New York, Mr. Keogh, will 
inquire. 

Mr. Krocu. I have personal knowledge that the dental group here 
of the District of Columbia had what I considered to be two very 
open and democratic forums at which the subject was discussed and 
on the basis of that, there followed the poll which resulted in the 
majority opposing their compulsory inclusion in social security. 

Mr. Karsten. That is the District of Columbia Dental Society ? 

Mr. Keocu. The District of Columbia. They are all for this bill. 

Mr. Kina. On this bill, I would not want to take the District of 
Solumbia’s poll on the bar or the dental or the medical profession as 
being representative of the country at large. 

Mr. Karsten. I might say at this point, doctor, that the Dental Act 
was a matter that I had a bit to do with a few years ago when I was 
secretary to a Member of Congress. 

The District of Columbia was one of the first groups to provide a 
model dental act. 

Mr. Kine. I do not mean to have my remarks taken as disparaging 
at all but so long as the Times-Herald was running wild here, I dealt 
with two dentists myself and we had a lot of fun discussing things 
that were going on within 3 miles of their office that they did not know 
much about. I am thinking about my dentist 3,000 miles away per- 
haps being somewhat less informed about what transpires in Wash- 
ington. 

I think it is well to bring out that fact. I am pleased that I am 
here because I am concerned not only with dentists, and I know that 
they are a group that should be perhaps a little better informed, but 
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I might say that my correspondence on matters dealing with social 
security has distressed me considerably. I have found that upon 
having correspondence with people in my district that they have not 
been well informed on the subject. After discussing the matter with 
them, but not attempting to prevail upon them, have completely 
changed their views. 

I think inasmuch as among some of us such a procedure is not 
good public relations that it might be well for the association to take 
a poll because there has been a lot of water under the bridge since 
1950. I could cite the American Bar Association that is making 
apologies for stands taken in recent years and I would not want to see 
the dentists in that same predicament because these things are serious. 
We know the pressure of taxes and so forth have made for distress 
and we want to do, I know I do and I think I could speak for the vast 
majority of the committee, the best possible. 

But to say the least, we are a little mixed and it prompted me to 
question Dr. Hamilton, representing the American Medical Associa- 
tion, yesterday. 

I hope it was not misunderstood but I have heard, and it has been 
pretty generally said here in Washington, that in view of the bills 
presently under consideration that there has been a sort of under- 
standing among certain groups, not excluding dentists, that they 
would not go into social security because a more desirable or favorable 
plan was in the offing and it perhaps would embarrass or hurt their 
chances of these bills being passed if they would go in under social 
security. 

I would like to say that as far as I am concerned, that would not 
eae against them at all and would not have operated against them 
in the past. 

Dr. Hamilton denied an understanding or discussion of the sort 
I have just referred to had ever taken place within the medical asso- 
ciation, and I will ask you the same question. 

To your knowledge, have there been discussions that would bear on 
this policy of staying as far away from social security as possible in 
order to have a more favorable chance of passing the pending bills? 

Mr. Greensiatr. To my knowledge, there has never been any dis- 
cussion tying these two bills together in the way you suggested. It 
had been considered entirely apart. We think they treat entirely 
different subjects and we think H. R. 9 and 10 are designed to alleviate 
the problem facing the dental profession. 

There has been no thought of trading one against another. 

Mr. Kine. I am pleased to hear that. 

Mr. Kroon. Mr. Chairman, I might point out that we have heard 
the testimony so far of the representatives of the accounting pro- 
fession and of the professional engineers. We are about to hear from 
the funeral directors. I think the fourth group that was put into 
social security on extension were the veterinarians. I am not sure of 
that, though. 

Notwithstanding their inclusion within social security, they have 
— here to restate their approval of the principles of the pending 

ill. 

I am inclined to agree with you, Mr. Greenblatt, when you say 

that the two should not be discussed at the same time. But, un- 
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fortunately, we have not been able to separate the two as well or as: 
clearly as I would like. 

Mr. Kine. I am sorry, Mr. Keogh. Perhaps it is my fault that it 
was injected. But you do not get these men batons us too often, and 
while I was in the mood I let it go. I am pleased to have it clear. 

It would not be just to you men to have that sort of rumor going 
about if it were not true. 

Mr. Kerocu. I did not mean to imply that you had injected it. It 
has been running throughout these hearings. To my knowledge, it 
has been running continuously whenever the pending bills are dis- 
cussed, the question of to be or not to be, vis-a-vis, social security, 
arises. 

Mr. Harrison. If you will say nothing further about it, I will not. 

Mr. Karsten. Are there further questions? 

If not, we appreciate the information you have given the committee. 
Thank you very much. 

We will call next Dr. J. A. McCallam, American Veterinary Med- 
ical Association. 

Will you state your name for the record and whom you represent ? 


STATEMENT OF DR. J. A. McCALLAM, AMERICAN VETERINARY 
MEDICAL ASSOCIATION 


Dr. McCatiam. Mr. Chairman, and members of the committee, I 
am James A. McCallam, a doctor of veterinary medicine. I am ap- 
pearing before this committee as a representative of the American 
Veterinary Medical Association. 

The AVMA has, for a number of years, been interested in legisla- 
tion of the type proposed in H. R. 10 and 9. The association for 
several years has gone on record, at its annual conventoon, supporting 
bills which encourage the establishment of voluntary pension plans 
by individuals. 

On August 12, 1953, a representative of the association appeared be- 
fore this committee, 83d Congress, in support of H. R. 10 and H. R. 11. 
Our position has not changed. 

It is rather difficult for some of us to understand why a pension plan 
such as proposed in the Individual Retirement Act of 1955, H. R. 9,. 
and H. R. 10, should not be enacted into law. 

We cannot understand why the self-employed individual should not 
be encouraged in his effort to provide for his family and himself, 
through reasonable tax deduction on money put into a retirement 
fund or into a restricted retirement annuity. 

The Congress has helped corporations that establish approved pen- 
sion plans, and rightly so, by granting tax benefits. It 1s understood 
thousands of pension plans are in effect, under a Federal law, which 
permits corporations to deduct from gross income amounts paid into 
the pension plan, and the employee to defer paying tax until the bene- 
fit payments are received. 

Such pension plans are accepted as just for corporations and em- 
ployees, including executives. Why, then, should not the physician, 
veterinarian, and others receive similar tax treatment? 

Enactment of the legislation proposed in H. R. 9 and H. R. 10 would 
merely be giving comparable tax assistance to those self-employed 
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who desire to set aside savings for the purpose already stated. It 
would remove what we believe is an inequity in the tax law. 

I should like to point out the self-employed veterinarian does not 
retire early in life. Many continue in practice well beyond age 65, 
therefore, this legislation would not force early retirement in order 
to be eligible for the pension fund. Another point, under the pro- 
visions of the subject bills, it is purely voluntary on the part of the 
individual whether he takes advantage of the opportunity to save 
under favorable tax treatment. 

In conclusion, gentlemen, the American Veterinary Medical Asso- 
ciation recommends that this committee give favorable consideration 
to H. R. 9 and H. R. 10. 

Mr. Karsten. Does that conclude your statement, Doctor ? 

Dr. McCatzam. That concludes my statement, Mr. Chairman. 

Mr. Karsten. Do members of the committee wish to interrogate the 
witness ¢ 

Mr. Krocu. Was I correct that you are included in social security ? 

Dr. McCatiam. We are, do you say? 

Mr. Krocu. Yes? 

Dr. McCatzam. No,sir; weare not. Weopposed compulsory social 
security at the last Congress, the 83d Congress, when it came up. We 
are not included, not the self-employed. We are in the same status 
as physicians. 

Mr. Harrison. Mr. Chairman, who was it that made the point that 
that issue should not be gone into in connection with this bill? 

Mr. Karsten. I think I heard the point at the end of the table some 
place. 

Mr. Krocu. Obviously, when you are faced with a situation you do 
the best you can. 

Mr. Karsten. The Chair recognizes the gentleman from New York 
is very able in that respect. 

Mr. Kroeu. I have no further questions. 

Mr. Karsten. If there are no further questions, we thank you for 
your appearance and appreciate the information you have given. 

Dr. McCatiam. Thank you, Mr. Chairman, and members of the 
committee. 

Mr. Karsten. I call next Mr. Howard C. Raether, executive secre- 
tary, National Funeral Directors Association. 

Do you have a prepared statement, sir ? 

Mr. Rarruer. Yes, I do, Mr. Chairman, and I have with me our 
general counsel, Mr. James R. Clark, of Cincinnati, Ohio. 

Mr. Karsten. You may proceed. 


STATEMENT OF HAROLD C. RAETHER, EXECUTIVE SECRETARY, 
NATIONAL FUNERAL DIRECTORS ASSOCIATION, ACCOMPANIED 
BY JAMES R. CLARK, GENERAL COUNSEL 


Mr. Rarruer. Mr. Chairman, and members of the committee, the 
National Funeral Directors Association of the United States, Inc.., 
was organized in 1882. <As of June 17, 1955, this association had 
12,511 members in good standing. These members are primarily 
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owners and operators of funeral establishments located in every State 
of the Union and in the District of Columbia. 

Approximately 17 percent of the funeral homes in the United States 
are operated ascorporations. These firms have certain tax advantages 
with respect to deferred compensation. 

The remaining 83 percent of the funeral homes are not eligible to 
participate in qualified pension and profit-sharing plans and have the 
premiums paid deductible for Federal income-tax purposes. 

The National Funeral Directors Association feels the discrimination 
which exists in the present Internal Revenue Code creating this situ- 
ation should be corrected. We respectfully request that the law be 
amended to establish a tax incentive to thousands of funeral directors 
to establish their own retirement programs. We feel it is essential 
that all funeral directors as all others be treated equally be they self- 
employed, in a partnership, or part of a corporate structure. 

Thank you for the privilege of appearing before you. 

Mr. Karsten. Does that conclude your statement, sir? 

Mr. Rarruer. That concludes it. 

Mr. Karsten. Are there any questions that members of the com- 
mittee would like to ask ? 

Mr. Kroon. Mr. Chairman, I would like to verify the fact that 
funeral directors are now covered by social security, are they not? 

Mr. Rarruer. Yes, they are. 

Mr. Keroeu. Notwithstanding which, you are here authorized by 
your association to advocate the enactment of the principles embodied 
in the pending bills? 

Mr. Rarrnuer. That is right. Mr. Keogh, we feel that whether we 
are covered by social security or not, there still is discrimination. 
Many of our funeral homes are corporations and have been for a 
number of years. The people who work for the corporations have 
been under social security and they also have been able to have the 
retirement plans. We feel these bills should be passed, to put the 
people who are not part of corporate structures on the same plane 
with those who are. 

Mr. Kxrocu. In how many States of the Union are there funeral 
directors operating under the corporate form of business? 

Mr. Rarruer. I cannot answer that exactly, but I can tell you, Mr. 
Keogh, that there are some States which do not allow funeral directors 
to be corporations. 

Mr. Kroeu. In other words, there are some States which prohibit 
one from engaging in the funeral business under the corporate form ? 

Mr. Raeruer. That is right, sir. 

Mr. Kxrocu. So to that extent your activity falls in the same cate- 
gory of some of the professions that are prohibited from engaging 
in their professions under the corporate form ¢ 

Mr. Rareruer. That is right, sir. 

Mr. Karsten. If there are no further questions, we appreciate your 
appearance before the committee and thank you for your information 
that you have given us. 

Mr. Rarruer. Thank you. 

Mr. Karsten. I call next Mr. Marshall J. Mantler, managing 
director, Bureau of Salesmen’s National Associations. 
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STATEMENT OF MARSHALL J. MANTLER, MANAGING DIRECTOR, 
BUREAU OF SALESMEN’S NATIONAL ASSOCIATIONS 


Mr. Karsten. Do you have a prepared statement ? 

Mr. Mantier. Yes, sir, I do. 

Mr. Karsten. Do you wish to read it ? 

Mr. Mantter. I will submit it for the record and make a few 
remarks, sir. 

Mr. Karsten. Without objection, it will be incorporated at this 
point in the record and you may proceed in your own way. 

(The statement follows :) 


STATEMENT OF MARSHALL J. MANTLER, MANAGING Director, BUREAU OF 
SALESMEN’S NATIONAL ASSOCIATIONS 


My name is Marshall J. Mantler, and I am managing director of the Bureau of 
Salesmen’s National] Associations. I live and work in Atlanta, Ga. 

The bureau is a joint staff arrangement serving three national associations 
of commission salesmen: the National Association of Men’s Apparel Clubs; the 
National Shoe Travelers’ Association, and the National Association of Women’s 
& Children Apparel Salesmen. We are joined in this appeal by the National 
Association of Furniture Salesmen. Added together, these organizations total 
over 20,000 individual members. 

This is the second time that the bureau and its member associations have 
petitioned for adoption of the measures now before you. We believe heartily 
in the objectives which the honored sponsors had in mind, and the method 
appeals to us as members of, and spokesmen for, the self-employed. In those 
2 years since 1953, the margin of inequity between the employed and the self- 
employed has widened, increasing the need for correction. 

We understand, from figures prepared by the Institute of Life Insurance, that 
the number of private pension plans increased in 1953 to 15,830, and then in 
1954 the total rose to 17,280. At the beginning of 1955, almost 4 million employees 
were covered by such plans. 

In stark contrast with such figures, only a handful of commission salesmen in 
the apparel, shoe, and furniture trades have been allowed to share in their 
companies’ plans. Some of our groups have felt compelled to set up group 
annuity plans of their own, but it is uphill work to persuade employers to 
contribute. 

Ever since 1942, when tax-free pension plans were recognized by Federal law, 
the self-employed have been second-class citizens. What saving they could 
manage had to be done after payment of taxes. But corporations could contrib- 
ute, tax free, to funds for retirement of executives and employees. Employee 
contributions have been tax-deferred. Meanwhile, the salesman, on whom the 
prosperity of all depends, has been lucky if able to save anything at all. 

Most of the salesmen affiliated with our groups began working at a time when 
selling was glorified, and when people who worked for themselves were highly 
regarded. It has been a sad disillusionment to many to see this picture change, 
and to have cruel obstacles placed in the way of independent progress. Today, 
the self-employed struggle against tremendous odds. When a commission sales- 
man wants to buy a house, for example, he finds mortgage credit hard to ob- 
tain—but even an apprentice, if regularly employed, can buy a house with 
nothing down. The salesman’s principal selling tool is his automobile; plenty 
of the men I know in our profession never had the opportunity to finance that 
essential purchase on the installment plan. The same is true of appliances and 
many other conveniences. 

If you look in the travel sections of the daily newspapers, you will see many 
blandishments to journey far and wide—and to pay for it later. The wholesale 
commission salesman travels virtually all the time, but only those who have 
really made the grade are privileged tod do so on credit. It’s been “hard cash on 
the drum-head” for them, always. 

The salesman pays his own way, everywhere he goes. He gets no mileage 
reimbursement, has no expense account to draw upon. So when he gets com- 
mission checks for orders booked—sometimes weeks and months ago—much of 
it goes right out for current travel. And the travel costs are mounting, getting 
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higher year after year. So many salesmen not only have no annuity for old age— 
they have only cash enough for the trip to come. 

It is our contention that H. R. 9 and 10 would lift thousands of self-employed 
salesmen out of this morass. Those who exercised their privilege of participat- 
ing in a restricted retirement fund would have to do so regularly. As the thrift 
advertising points out, you have to “pay yourself first” if you want to accumu- 
late a competence. 

I will not stress the social service which traveling salesmen perform. Permit 
me to observe, however, that many salesmen long ago gave up any hope of 
retiring. Social security has made some difference, but the benefits are inade- 
quate unless the pensioner has some money of his own. Hence the flood of 
Treasury approved private pension plans to supplement the Federal old-age 
payments. 

Given passage of the measures now befor you, the salesman and other self- 
employed may overome this disadvantage. We respectfully urge you to approve 
these bills and expedite their adoption. 

I thank you. 

Mr. Manvtter. Our problems are the same as the other problems 
stated before, so there is no reason of going into the prepared state- 
ment, with the one exception so far as our industry is concerned. 

We find ourselves totally unable today to replace our present sales- 
men by bringing new young salesmen into the selling profession, 
because we are unable to compete with the large corporations, and the 
organizations today that can offer these people pension plans. Our 
average age today has gone up to 56 years of age. 

Mr. Kroer. Let me interrupt you, Mr. Mantler, to remind you that 
this morning we heard the testimony from the representative of the 
National Association of Manufacturers that it was rer all right 
for them to have pension plans because it was one of the elements of 
their competitive labor market. 

Mr. Mantter. Yes, sir. 

Mr. Keocu. But apparently they are not willing to extend the same 
privilege to those who are faced with the same competitive problems 
but who are not corporations. 

Mr. Mantier. Yes, sir. Of course, the gentleman who testified this 
morning from the National Association of Manufacturers represented 
the large manufacturers who can come into the pension plans under 
the Government rules and regulations. 

Mr. Krocn. They are not tax gadgets. Only the one proposed by 
these bills are. 

Mr. Manrier. I was most unsympathetic with his testimony, sir. 
But you see in our industry, apparel, the men’s apparel and ready-to- 
wear industry, is made up of manufacturers employing 10, 12, or 14 
salesmen. None of these manufacturers, if they wanted to take pen- 
sion plans, qualify, according to the bureau of internal regulations, 
which require a minimum of 22 people. So our problem is that if our 
manufacturers wanted to give plans they cannot give plans under the 
existings rules. Without some type of plan for these self-employed— 
our men are self-employed individuals—we cannot attract new men 
into the industry. We are getting older and older every year. We 
have the highest national average age of any professional group in the 
country and can do nothing about bringing young men in unless some- 
thing like the Jenkins-Keogh bill is passed by Congress, 

Mr. Karsten. How many people are in your organization? 

Mr. Mantier. About 27,000 individual wholesale commission sales- 
men, sir. 
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Mr. Karsten. Are there any questions members of the committee 
would like to ask? 

If not, we thank you for your appearance and appreciate the infor- 
mation you have given the ‘committee. 

I call next Mr. Walter J. Wheeler, representing the Minnesota State 
Bar Association. 

Mr. Wheeler? 


STATEMENT OF WALTER J. WHEELER, MINNEAPOLIS, MINN., 
APPEARING ON BEHALF OF THE MINNESOTA STATE BAR 
ASSOCIATION 


Mr. Karsten. Do you have a prepared statement, Mr. Wheeler ? 

Mr. Wueeter. Yes; I do, sir. 

Mr. Karsten. Would you like to read it? 

Mr. Wueeter. Yes, sir. 

Mr. Karsten. All right, you may proceed in your own way. 

Mr. Wueeter. Mr. Chairman, and gentlemen of the committee, my 
name is Walter J. Wheeler. I am engaged in the practice of law at 
Minneapolis, Minn., as a member of the law firm of Wheeler & Fred- 
rikson. A portion of our law practice involves tax law and pension 
and other employee benefit plans. 

I have come to Washington especially to observe and participate in 
these hearings as the ollicial representative of the Minnesota State Bar 
Association and chairman of its special committee on lawyers’ retire- 
ment plans; and also as authorized spokesman for the Minnesota State 
Medical Associ ation, and as unofficial spokesman for other self- 
employed groups and individuals in Minnesota, such as accountants, 
dentists, Minnesota Farm Bureau Federation, Minnesota Farm Man- 
agers’ Association, Minnesota Society of Professional Engineers, 
architects, optometrists, Minneapolis Home Builders Association, and 
others. 

In April 1955 these groups had a grassroots level meeting at Min- 
neapolis in an effort to facilitate favorable action by the W ays and 
Means Committee and by the Congress on the subject of tax-favored 
pensions for self-employed persons. Steps have been taken by these 
groups to encourage similar meetings at the local level in other States. 

I should like to convey to you the sentiments of the self-employed 
persons residing in Minnesota with reference to the Individual Retire- 
ment Act of 1955. They endorse the principle underlying the proposed 
legislation, and are disappointed over the long delays encountered by 
the Jenkins-Keogh bills and their predecessors. They are heartened, 
however, by the ‘continuous efforts of C ongressmen in behalf of the 
bills, the Honorable Keogh, Jenkins, Reed, Ray, Latham, and others. 

Daniel Webster said, when he was a United States Senator here in 
Washington, that justice is the great interest of man on earth. When 
he said this he was not thinking of justice under the tax laws, but we 
have now reached a period in the history of our country where tax 
justice seems cache to ec onomic survival. Our tax laws can mean 
the difference between economic hardship and reasonable economic 
security in our old age. 

Permit me to refer briefly to a few simple economic and tax facts. 
For a man to live as well today as he did in 1939 on $5,000 a year, he 
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would have to earn $10,490. The man who earned $10,000 in 1939 
needs $22,340 to live as well today. In 1939, a $5,000 man with a wife 
and 2 children paid $59 in Federal income taxes. Out of his $10,490 
today, the Internal Revenue Service takes $1,478 and higher living 
costs take $4,071. 

I have made some rough calculations to show the effects of present 
tax discrimination against self-employed persons. Let us take a 
$10,000 per year man; take $1,000 of his income and subtract the in- 
come taxes on this $1,000 and have him save what he has left of the 
$1,000 after taxes. Assume that he invests his money at as much as 
5 percent. Over a period of 25 years, what would he accumulate ? 

The accumulations would amount to $25,622, which gives us some 
idea of how fast he has to run in order to stand still because the initial 
principal involved before taxes was $25,000. 

If the same man came under a qualified pension plan, that is if he 
could set aside each $1,000 of his income without paying income taxes 
on the $1,000 set aside, his accumulations over a 25-year period would 
amount to $50,114, or a saving of $21,492. In this illustration which 
1 have given you of the $50,114 savings, the man would have to pay 
some taxes at the other end in order to get that money back. But he 
would probably be in a lower bracket, and he might recover on a 
capital gains basis. 

Let me give you a few illustrations taking into account the taxes to 
be paid after the man actually gets the money back in his pocket. 

Take a $5,000 man. Assume we had the Keogh plan in effect. He 
could put aside 10 percent, or $500, and if he would save $500 a year 
over a period of 25 years, and here I assume a more conservative rate 
of 4 percent, he would have $21,266, in contrast to $14,382 if there 
were no such plan, a difference of $6,884, and this is money in his 
pocket after taxes. A $10,000 man would accumulate a difference of 
$16,698. 

Self-employed persons do not feel that this tax discrimination is 
just and fair, and [ have vet to encounter any individual anywhere 
in any group who has tried to justify the tax discrimination. If the 
discrimination cannot be justified, we feel that it should be eliminated. 
Otherwise, we have a grave injustice sapping the financial reserves of 
those unfortunate enough to encounter it, and tending to discourage 
the incentive and independence of self-employment. 

In employing young lawyers in our own office, we find that they 
marry young, much younger these days, and have family responsi- 
bilities, and we cannot match the immediate salaries offered them by 
large corporations with their pension plans in addition. 

As an illustration of the influence of tax laws on business decisions 
is the case of U.S. A. v. Arthur R. Kintner and Alyce Kintner (216 
F. 2d 418, CA-9,1954), Affg Arthur R. Kintner v. U. 8S. (107 F. 
Supp. 976, D. C. Mont., 1952), already referred to. In that case, the 
Western Montana Clinic, which in 1948 was operating a medical clinic 
as a partnership, decided to form an association which would be taxed 
as a corporation. 

The physicians then became employees of the association and a 
pension plan was established for them under section 15 of the old 
Internal Revenue Code. The association, for purposes of Federal 
income taxes, deducted its contributions made into the pension plan, 
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and the physicians paid no Federal income taxes on the contributions 
which the association made for them. 

The Commissioner of Internal Revenue refused to admit that the 
plan qualified as a tax-favored pension plan, but he lost the case in 
the United States district court and he also lost it in the Cireuit Court 
of Appeals for the Ninth Circuit. 

I am informed that in the ninth circuit similar organizations and 
plans are being established by medical clinics in order to get tax- 
favored pensions for physicians. 

If the Kintner case represents sound law, and I think it does, this 
pattern will be followed by medical clinics in other circuits; in fact, 
such plans are in the process of being installed by clinics in other 
circuits in spite of the fact that they may be required to go into court 
to establish the tax status of such plans. However, such developments 
on the part of medical clinics will not solve the pension problems of 
general practitioners or the sole practitioner or other self-employed 
individuals. 

The case is merely illustrative of steps which are now being taken 
to get equitable treatment under our present tax laws. 

I believe that the need and demand for the proposed change in our 
tax laws which would be brought about by the Jenkins-Keogh bills 
is one which is growing and cumulative and will continue to increase. 
This belief is confirmed by the activities of self-employed persons in 
Minnesota and by the testimony given your committee. The tax in- 
justice against self-employed persons was not so great when tax rates 
were lower. As taxes and living costs have increased, the tax injustice 
approaches nearer to tax oppression. 

It is difficult to understand and explain the reasons advanced for 
not getting favorable action prior to the present time on the Jenkins- 
Keogh bills. 

The Government would lose some revenue. Yet, our Government 
should not exact a tax from one group which other groups do not pay. 
Surely, our Government desires to be just. 

There seems to be some political fear about freeing self-employed 
persons from this tax discrimination; fear that the legislation may be 
called a rich man’s bill. There are millions of self-employed persons 
in very modest circumstances. Concerning lawyers, about three- 
fourths of them practice as individuals, not in groups as partners, 
and, as such, they earn less, generally, than partners. In Minnesota, 
for the year 1951, the average annual income of lawyers was $5,826. 
I am sorry I do not have more recent figures. Self-employed persons 
generally are by no means wealthy persons. Probably the incomes 
of many of them and their prospects for retirement income would 
compare unfavorably, for example, with the status of skilled workers 
in the automotive industry. 

Some say that organizations representing professional persons 
should express the willingness of professional persons to come under 
the social-security system, and that perhaps they should not be allowed 
tax-favored pensions until and unless they express this willingness. 

I see no merit in this argument, but I may say that in Minnesota the 
lawyers favor some form of social-security coverage 8 to 1, according 
to a Statewide poll taken a little more than a year ago. 

At the same time, a majority in the same poll expressed their willing- 
ness to be blanketed under social security, if necessary, to have social- 
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security coverage. Historically, in 1951, the Minnesota State Bar 
Association at its convention in St. Paul, voted for voluntary coverage 
under social security, while in the same year, I believe a little later in 
the year, the American Bar Association voted against it. 

As it has already been stated before this committee, the house of 
delegates of the American bar have now gone on record in Chicago, in 
Eaneeetet 1955, in favor of social security for lawyers on a voluntary 
pasis. 

It is probably only a question of time before all professions will 
be included in the social-security system. In the meantime, failure to 
extend them the opportunity of setting up tax-favored pensions for 
themselves with their own funds on the ground that they are not yet 
covered by social security would seem to be an unfair attitude based 
on some idea of coercion or punishment. I cannot believe that such 
an attitude would be endorsed by this Ways and Means Committee. 

The life-insurance organizations seem to favor the Jenkins-Keogh 
bills in principle, but seem to think that the bills should be drawn to 
present greater opportunities than they would in present form for 
the use of life insurance. Life-insurance organizations have had 
ample time to work out better solutions to the existing tax equity 
against self-employed persons, and it hardly seems fair that life-in- 
surance interests should press for further delay, directly or indirectly. 
I hope that they have no intention of doing so. 

I am sure that the proponents of the Jenkins-Keogh bills have no 
intention of doing anything either for or against the life-insurance 
business, and that their only concern is for the best interests of self- 
employed persons. If we face too many complications in making way 
for the maximum use of insurance, let us not unduly complicate these 
bills; improvements can come later. 

It has been suggested that complications may arise in administering 
the Individual Retirement Act of 1955 alongside existing tax laws 
relating to tax-favored pension plans. We all know something of the 
difficulties and complications in connection with the Revenue Act of 
1954, but there was the necessity of getting a job done, and there was 
the will to do the job, and it was done. 

Some objectionable results have arisen under the Revenue Act of 
1954, and the Congress has promptly moved to make corrections. 

The Individual Retirement Act of 1955 may not be perfect, and after 
experience changes may be indicated. We do not think that possible 
imperfections in the act justify further delay in passing the law. It 
seems probable that the proposed bills have received at least as in- 
tensive an analysis and study by tax experts as most of the existing 
provisions of the Internal Revenue Code. 

Many persons in Minnesota are constantly asking about the progress 
of these bills; if after this third year of hearings on the bills your 
committee should not report favorably on them, I ask you, please, 
publicly to state a good reason which can be conveyed to self-em- 

loyed persons. Otherwise, we will surely be up against it in answer- 
ing their questions. I submit, gentlemen, it is worse than no answer 
for our own Government to say in effect to self-employed persons, 
“You are paying certain extra taxes now, and we are going to keep 
you paying these extra taxes because we need the money. The fact 
that you are paying more than your fair share is beside the point just 
now. We will get arount to fixing it some time later, maybe.” 
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Gentlemen, we in Minnesota have confidence in the fairness of the 
members of this committee. We believe that you will recommend 
these bills for passage. 

As evidence of our faith in this outcome, permit me to say this: 
The committee of the Minnesota State Bar Association, of which I am 
chairman, presented bills to the session of the Minnesota Legislature 
just ended, which bills are designed to enable pension plans to be estab- 
lished for self- employed persons in Minnesota, which plans would con- 
form to the requirements of the Jenkins-Keogh bills, if the latter bills 
were enacted into law. These Minnesota bills have been enacted into 
law, and, so far as I know, without a dissenting vote. 

As the bills were making progress through the legislative commit- 
tees and through the legislature, none spoke up to say: “Let us wait 
and see what the House Ways and Means Committee does in connection 
with the Jenkins-Keogh bills,” or “Let us wait and see what Congress 
does.” 

Our Minnesota Legislature went ahead and passed the Minnesota 
bills in confidence that the action of Minnesota legislators would not 
turn out to be an idle gesture, and with the opinion that the Jenkins- 
Keogh bills are sound and will become law. The individuals and 
orgt inizations for whom I am speaking here today place their faith in 
the fair judgment of this Ways and Means C ommittee and of our Min- 
nesota Representatives and Senators in the Congress. We hope that 
the Ways and Means Committee will submit the proposed legislation 
to an early vote by the Members of the Congress. 

Mr. Karsten. Does that conclude your statement ? 

Mr. Wueeter. Yes, it does, Mr. Karsten. 

Mr. Karsten. Do the members of the committee have questions they 
would like to ask? 

The gentleman from New York. 

Mr. Krocn. I would like to propound a few questions. Mr. Wheeler, 
but before I do I would like to pay my sincere congratulations to you 
for what I deem to be one of the most concrete and well expressed 
statements that we have received on the subject. 

I have been told of your great activity in Minnesota in connection 
with the problems facing the professional and self-employed groups. 
T am curious about your Minnesota law. That would only apply as 
far as your State income taxes are concerned, would it not ? 

Mr. Wueeter. I think I can briefly answer, Mr. Congressman. The 
Minnesota law was designed to implement this legislation to permit 
an individual, for example, to take his own funds, put them into a 
trust, lock them in, so to speak, in compliance with the Jenkins-Keogh 
plan. Also, it was thought necessary to make the rule against a 1- 
tion applicable to this type of plan. We have not yet, I might add, « 
probably should add in fairness, not yet proposed a Minnesota tas 
deduction for such plans, thinking that that would come at such time 
as the Jenkins-Keogh bills became law. 

Mr. Kroon. I am also i impressed with the fact that you appear here 
as the unofficial spokesman for the groups listed in your opening 
paragraph. 

Mr. Wueeter. Would you like me to comment on that, sir? 

Mr. Kroen. Yes. 

Mr. Wueeter. It was at this grassroots meeting in Minnesota where 
representatives of the other groups were present that we formulated a 
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plan of action which, as yet, is in formative stages, but as a result of 
that meeting and the contacts established and which are being con- 
tinued, when it was learned that there would be a hearing on these bills 
there was a considerable interest shown, many telephone calls and 
other communications, and I have heard from these people. They 
have asked me to be here representing them. 

Mr. Krocu. I appreciate very much the help you have given us here 
today, Mr. Wheeler. You are in support of the principles embodied 
in the pending bills? 

Mr. Wueeter. Yes, indeed, emphatically. 

Mr. Karsten. Are there any further questions? 

Mr. Harrison. Mr. Chairman? 

Mr. Karsren. The gentleman from Virginia, Mr. Harrison, will 
inquire. 

Mr. Harrison. Did you hear the testimony of the representatives 
of the Treasury on thin bill yesterday ¢ 

Mr. Wueeter. Yes, I did, sir. 

Mr. Harrison. The best estimate of the cost of the bill as drafted 
would be about a billion dollars a year. 

Mr. Wueerer. Are you inquiring? 

Mr. Harrison. Yes. 

Mr. Wueeter. I heard the testimony, but I do not recall any precise 
estimates made by the Treasury. I remember a figure of a billion 
dollars having been mentioned. 

Mr. Harrison. You do not advocate that we continue operating 
the country on a deficit financing, do you? 

Mr. Wueeter. No, sir. 

Mr. Harrison. We will have a deficit, probably, at the end of this 
year, of $3.5 billion. If this adds a billion dollars to that, have you 
any idea where we can get the money to balance the budget ? 

Mr. Wueer.er. No, sir; I do not. Of course, I am impressed by 
the discussions along the lines that there would not be large numbers 
of individuals immediately taking advantage of the new law. 

Mr. Harrison. Why? 

Mr. Wueeter. Because of the restrictive provisions against with- 
drawal, and so forth. Iam no fiscal expert. However, if it is correct 
that a billion dollars of revenue would be lost, then I think there is 
some basis for arguing that self-employed groups from whom that 
revenue would be lost are now paying an extra billion dollars which 
they should not be paying under the present law. 

Mr. Harrison. That would be an argument for a general reduction 
of rates, would it not? 

Mr. Wueeter. Perhaps so. 


Mr. Harrison. I ask these questions sympathetically, because until 
I heard that, I was in favor of the bill. But that estimate disturbed 
me considerably. 

Mr. Wueeter. I realize, sir, that the Government certainly has very 
weighty and important fiscal problems, and the balancing of the bud- 
get is of tremendous importance. But it is very difficult for me to feel 
that an admitted tax inequity should be continued in effect until the 
budget is balanced or until some future event takes place to grant relief. 
Tt seems to me that if there is an admitted tax discrimination affecting 
this large number of people, 10 million people, not counting the 30 
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million pensionless employed, that there is a duty representing upon 
the administration and the Congress to endeavor to give some imme- 
diate relief to these people. 

Mr. Harrison. If we repeal the provisions under which corpora- 
tions might set up similar pension schemes, that would end the in- 
equality of it, would it not, or the discrimination of it? 

Mr. Wuee ter. I think so. But according to the testimony of em- 
ployers, and the National Association of Manufacturers, they would 
probably have a much bigger lobby here against that if that were 
proposed. 

Mr. Karsren. Are there any further questions? 

If not, we thank you for your appearance and the information you 
have given the committee. 

Mr. Wueecer. Thank you. 

Mr. Karsten. Mr. Burger will be the next witness. 

We will be happy to hear you, Mr. Burger. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT IN CHARGE 
OF LEGISLATIVE ACTIVITIES, NATIONAL FEDERATION OF INDE- 
PENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Bureer. I am George J. Burger, vice president in charge of leg- 
islative activities, National Federation of Independent Business, 740 
Washington Building, Washington, D.C. Our national headquarters 
are located in Burlingame, Calif. We also maintain division offices 
at New York, Cincinnati, and Chicago. 

It must be understood by members of the committee that no officer 
or group of officers is permitted to speak for the federation as to its 
— on any legislative or economic problems unless so directed 
xy a nationwide poll of our members. The entire membership is 
polled and the results of these polls give the executive officers the 
authority to act in behalf of the members. 

For the information of the committee, we have in the field approxi- 
mately 200 or more field representatives who are in personal daily 
contact with small business nationwide. Through this we are able 
to get the factual information from the grassroots. 

The membership of the federation, all individual voting members, 
comprises independent business and professional men. Of course 
this includes doctors, lawyers, accountants, civil engineers, et cetera. 
and all as mentioned above are classed as self-employed. I, myself, 
have been self-employed for over a quarter of a century and there is 
no way that I, like many thousands of others, could build up a reserve 
for retirement purposes, except through private investment. 

I think that the proposals in the bills being considered here today 
are fair and just, that they present a commonsense approach to the 
problem, and that if such legislation was approved it might for the 
time being result in a slight loss of revenue to the Government, but, on 
the other hand, it could produce savings in many ways, both to the 
Nation and to the individual States. 

Professional men and self-employed persons having the privilege 
under the law to postpone paying taxes on a limited amount of money 
deducted from their taxable income each year and put into a retire- 
ment fund would be subject to the tax when the pension benefit was 
received, 
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I agree with the statement of Congressman Keogh where it is re- 
ported in the press that he maintains: “That the losses would be mod- 
erate and only temporary, because the money would be taxable when 
received as pensions.” 

I do know in my travels throughout the Nation and in discussion 
of matters of this kind, pension and retirement funds, the self-em- 
ployed often remark: “Well, if I was working for a corporation for 
the years I have spent in my own business, I would find myself at the 
retirement age not alone receiving the benefits through social security, 
but I would in most cases receive retirement benefits from my employ- 
ment over the years.” 

The trend of the times, it seems, is to make provisions for faithful 
and conscientious employment, which is typified in some degree 
through the actions of organized labor insisting on contract arrange- 
ments for the people they represent, through a guaranteed annual 
wage and other provisions. 

You will hear the present-day youth, when they go into the com- 
mercial world remark, “Why should I open up my own business when 
I can get a job with some corporation and build up over the years a 
retirement fund?” Surely many of the States and the Nation itself 
provide for retirement funds after years of service. 

Mr. Chairman, the remarks I am making on the overall legislation 
are my personal views, but they may be found to be shared by many 
in the federation membership which would come under the category 
benefited by the legislation proposed in H. R. 9 and H. R. 10. 

Finally, Mr. Chairman, the sponsors of this legislation, namely 
Congressmen Jenkins and Keogh, are to be complimented on taking 
a very forward step, and, more important, that the action is bipartisan, 
which should carry tremendous importance with the full Committee 
on Ways and Means and the Congress of the United States. 

We intend to poll our nationwide membership on these two bills 
through our official publication, the “Mandate,” with which Members 
of Congress are well acquainted, and I would request the privilege of 
having the results of that poll made a part of the record of the hear- 
ings on these bills. 

Thank you for the opportunity of appearing in personal support of 
the legislation. 

The Cuatrman. We thank you for your appearance, Mr. Burger, 
and the information given the committee. 

Is Mr. Alfred L. Feinberg here ¢ 

Without objection, Mr. Feinberg’s statement will be included in the 
record. 

(The statement follows :) 


STATEMENT OF ALFRED L. FretNeerG, EXecurTIVe Vice PRESIDENT, NATIONAL 
ASSOCIATION OF MEN’s APPAREL CLUBS 


My name is Alfred J. Feinberg, and I live at 13995 Superior Road, Cleveland, 
Ohio. I am serving this year as executive vice president of the National Associa- 
tion of Men’s Apparel Clubs. 

Our organization has 26 State and local chapters covering most of the United 
States. I personally attend many of the conventions and exhibits of these affi- 
liated groups and also conduct a continuous correspondence with members in 
every area. 

‘ver since our association and the Bureau of Salesmen’s National Associations 
appeared before your honored committee in regard to the Jenkins bill, 2 years 
ago, our members have been pressing the national officers to support the legisla- 








INDIVIDUAL RETIREMENT ACT OF 1955 193 


tion which you are considering today. H.R. 9 and 10, if approved by you gentle- 
men and adopted by the Congress, will go far toward correcting the inequity and 
discrimination which now exist between salesmen and the wage and salaried 
employees who work for the same concerns. 

The great majority of our members are self-employed. They are paid com- 
missions on the orders they book. In the long interval between booking the 
orders and receiving their commissions—which are paid after the goods have 
been manufactured and shipped—they finance out of their own pockets the 
costs of travel, hotel accommodations, buyer-entertainment and other expenses. 
None of these costs are reimbursed, and all are increasing rapidly. 

In contrast, the salaried and hourly-paid employees of many corporations in 
our industry receive all kinds of benefits which the traveling man does not 
enjoy, including pensions which are paid for by the companies, in many cases, 
or partly by the company and partly by the employees. Since we are excluded 
from such plans, we look to you gentlemen to rebalance the equation. 

Ideally, the manufacturers and wholesalers who employ our members should 
admit salesmen to the same privileges which their other employees enjoy. After 
all, without salesmen hitting the roads and pounding the pavements in search of 
orders, the wheels of industry would stop revolving. We receive much oral 
recognition to that respect, but when fringe benetits come around, we tend to be 
forgotten. 

The bills which you now have before you would not right this situation entirely, 
because participation would be voluntary and no contributions are called for 
from the firms which salesmen represent. However, I can assure you that we 
are quite accustomed to paying our own way—and will be glad to pay for our 
own pensions under the taxfree plan envisaged in these bills. 

Your interest in this forward-looking legislation is deeply appreciated by the 
men’s ware salesmen of America. 

I thank you. 


The CHatrman. The next witness is Mr. R. Minturn Sedgwick of 
Boston, Mass. Will you please come forward. 


STATEMENT OF R. MINTURN SEDGWICK, BOSTON, MASS. 


Mr. Sepewicx. Mr. Chairman, I believe variable pensions based 
on common stocks such as the college retirement equities fund or the 
Sedgwick plan of which I am the author might fail to qualify under 
the ‘present phrasing of H. R. 9. It is cles arly demonstrable that 
these types of pensions provide greater benefits at less cost than stand- 
ard plans now commonly in vogue. Therefore, I suggest that H. R. 9 
be amended as follows: On page 11, line 10, after the word “amount” 
that the words “or under a designated formula” be inserted. 

I am submitting for the rec ord a reprint of an article describing 
the Sedkwick plan which appeared in the Harvard Business Review, 
January-February, 1953, and another which was published in the 
Atlantic Monthly, June, 1954. Iam also submitting “The Sedgwick 
plan for pensions and ’profit-sharing—the most generous and eco- 
nomical yet devised” and the “Sedgwick plan, basic tables.” ‘These 
latter documents clarify the plan and contain the meat of the articles. 

I shall be very glad to return to Washington to discuss this matter 
at the convenience of your committee or its staff. 

Thank you very much. 

The Cratrman. We thank you for your appearance and the in- 
formation given the committee, Mr. Sedgwick. 
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(The material submitted by Mr. Sedgwick follows: 
A NEW PENSION PLAN 
MAXIMUM BENEFITS AT MINIMUM COST 


(By R. Minturn Sedgwick ) 


The basic safeguard of the American worker in his old age is social security, 
which assures a married man on retirement a maximum of $1,530 a year (if he has 
had earnings of over $3,600 per year for a specified number of years before retire- 
ment and if his wife is over 65). Obviously, this amount provides inadequately 
for old age. Therefore, labor has demanded, and numerous managements have 
agreed, that private industrial pension plans be set up to supplement social 
security. It is to everybody’s interest that these plans should provide maximum 
benefits at minimum cost. 

Of course no plan can be set up that will be perfect in detail and acceptable to 
everyone. Valid difference of opinion about content or the weighting of specific 
aspects is bound to exist ; minor points are inevitably subject to revision as experi- 
ence develops. But that should not lessen the possible value of the proposal made 
in this article; if anything, it should emphasize the importance of further ex- 
ploration in the same direction. 

Accordingly, I should like to propose a pension plan whereby a company can 
provide each employee of 35 years of service with a life pension averaging $1,000 
per year during his retirement (regardless of age, and of course in addition to his 
social security), this pension to continue during the life of the employee’s 
widow, leaving an estate of between $9,000 and $20,000 on her death, and costing 
less than $2 a week in premiums during the employee’s working iife. The first 
reaction of most businessmen and economists may be surprise and doubt; and 
certainly no one can foretell the future exactly. In the following pages, however, 
I shall try to show how a pension plan can be set up along these lines and why 
it is reasonable to expect that so much can be accomplished for so little. 

To help guide the reader through the discussion that follows, let me list, very 
briefly, some of the salient characteristics of the proposed pension plan: 

(1) The plan assumes 2 premium of 5 cents per hour or $100 per year. The 
premium is invested in shares of an open-end accumulative investment fund, 
whose assets will be placed entirely and continuously in industrial common 
stocks. 

(2) On retirement the employee will be entitled annually to 7 percent of the 
shares standing in his name. Although he is not entitled to specific amounts 
of dollar benefits, he can expect to receive more dollars than he would under a 
conventional program. 

(3) Since the value of the shares can be expected to increase at an average 
rate of 7 percent per annum or more, subject to 40 percent fluctuations above and 
below the average, the employee is assured of a fluctuating but nondiminishing 
pool of capital standing in his name. 

(4) This pool can be expected to have a normal value of about $15,000 for the 
worker retiring after the usual service period (35 years) and to produce a normal 
pension in the neighborhood of $1,000, or twice what a pensioner with the 
same service would receive under a conventional plan. 

(5) This pension would continue at the same rate for the worker’s widow, 


and on her death the $15,000 pool of capital would be available to their heirs. 
This is a completely new feature. 


COMPARISON WITH OTHER PLANS 


How does the proposed plan compare with other plans with respect to costs 
and benefits? Any comparison is likely to be unfair, but it is far easier to 
evaluate the advantages and disadvantages of the plan if it is measured against 
a typical conventional plan. 


Relative Costs 


Most pension plans promise to pay a certain number of dollars per annum to 
retired employees, the amount varying with the individual's number of years 
of service. Theoretically, the cost of the plan in dollars can be accurately fore- 
cast by actuaries, provided their assumptions on longevity and interest rates 
prove correct. In any event, although this cost is usually not part of a pension 
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agreement between labor and management, there frequently is an understanding 
that the plan is expected to cost so many cents per hour, and bargaining goes 
on as to what the company can afford. Thus it might be estimated that the cost 
would run to 10 or 15 cents per hour per employee. 

Such estimates are misleading to the layman for the reason that in most 
cases about two-thirds of the estimated costs are for past service benefits. 
When these arrears have been made up in 10 or 15 years, the normal continuing 
costs Will be about one-third the stated estimate. It is these current or continu- 
ing costs, the most significant in the long run, that make the best basis for 
comparison. For purposes of clarity and simplicity, therefore, only current costs 
will be considered in the rest of this article. 

I believe that a company should, if possible, pay for a level of benefits similar 
to that discussed in the next section. To be sure, that level is somewhat arbi- 
trary; yet it approaches a reasonably satisfactory solution to the financial-need 
problem of most retired employees and is therefore a good goal at which to 
aim. To obtain such benefits would require a normal premium of $100 per em- 
ployee, or 5 cents per hour for 2,000 hours. This may be slightly more expensive 
than current costs of around 4 cents under a conventional plan, but it is still 
well within the capabilities of the average company. Indeed, when it is recalled 
that in the recent steel wage controversy the managements offered an increase of 
20 cents an hour, a total pension program cost of 5 cents an hour seems like small 
change. 

Of course, if the company’s circumstances make it inadvisable to pay 5 cents an 
hour, there is no reason why it could not pay 4% cents or 4 cents. Such a 
decrease in costs would mean a corresponding decrease in benefits, but the plan 
would in no way be invalidated; a great step toward providing retirement secu- 
rity would still be made. There is no reason, furthermore, why the company 
could not make some such compromise in costs as paying 4 cents an hour for 
empolyees under 49 years and 5 cents an hour for employees over 40. 

The important point, however, is that the current costs of the proposed plan 
are actually a good deal lower as a percentage of benefits than the costs of any 
conventional plan. For instance, the same benefits that cost 5 cents an hour 


under the proposed plan would cost 12 to 15 cents an hour under the conventional 
plan. 


Substantial benefits 


Let us turn now to the matter of benefits. As exhibit 1 indicates, they are 
very substantial indeed when compared with the conventional plan. But first 
let me make one observation: the benefits envisaged in exhibit 1 are conserva- 
tively estimated, I believe. Actually, if this plan had been in existence during 
the last half century, employees who had retired with 35 years of service would 
be enjoying benefits 50 percent larger than the figures indicate. This is because 
the actual return on capital invested in industrial common stocks during that 
period has been better than 814 percent—or over a fifth larger than the 7 percent 
return I have assumed (note that this 7 percent is the annual return on capital 
underlying the computations, not the annual withdrawal by the pensioner shown 
as such in the table). 
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(xHiBit 1.—Benefits under the Sedgwick plan, based on an average total invest- 
ment accomplishment of 7 percent, compared with typical conventional plan 


AT 7 PERCENT ANNUAL WITHDRAWAL BY PENSIONER 
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1 Subject to an estimated maximum fluctuation of 40 percent. 


The following are some of the features of the benefit plan set forth in exhibit 1 
that are especially important : 

(1) While the pension paid under the plan must be considered as subject 
to a possible fluctuation of 40 percent, the actual degree of variation would be 
much less when combined with social security. Thus, for instance, the total 
pension payments which a married man would receive after 35 years’ service 
under the proposed plan could be expected never to vary more than 16 percent 
from the figure shown in exhibit 1, column 5 (and rarely if ever would he 
experience a change of as much as 2 percent or 3 percent in a single month). 
In other words, his pension averaging $2,565 per year might fluctuate at one 
time up to a maximum of $2,979 and at another time down to a minimum of $2,151. 

The possibility of even such a moderate amount of variation may make the 
plan less acceptable from the point of view of labor, but I am convinced that 
the benefits, when explained, will be seen to more than compensate for this 
feature. For one thing, most industrial workers have experienced some fluctua- 
tion in their weekly pay checks, so a fluctuating pension would probably not 
be so disturbing to them as to salaried workers. 

Still more significant is the fact that living costs also vary. In the 3 decades 
1920 through 1949 they ranged from 140 percent of the 1939 level in 1920 to 
95 percent of that level in 1932—and rose to 170 percent in 1950. The fluctuations 
in living costs corresponded in a general way with fluctuations in stock prices 
including cash dividends—the basis of pension payments under the proposed 
plan. There is no precise year-by-year or month-by-month correlation (in 1920, 
for example, prices and dividends were down while the cost of living was up), 
but there is an unmistakable tendency for the tends to be parallel. In other 
words, the record indicates that under this plan payments would be up in good 
times when living costs are high and down in bad times when living costs are low. 

(2) While the conventional pension plan does not fluctuate in dollars, we 
should not forget that it is likely to be utterly unstable in purchasing power. 
The cost of living, which has varied so enormously during the last 32 years, 
will in all probability continue to fluctuate. Is there any advantage in an 
assured number of dollars 40 years hence when there is no assurance of what 
they will buy? 

The basic diffierence between the conventional pension plan and the proposed 
program might be put this way: The first makes a promise in dollars; the second 
provides more of an assurance of purchasing power. On this score, too, there 
may be some doubt in labor’s mind. The fact is, however, that more and more 
plans are being agreed on which include a small proportion of common stocks; 
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and while this is more often than not designed simply to reduce costs, it does 
bring the workers that much closer to the purchasing-power idea. 

(3) In order to increase the current pension, the withdrawal rate for men 
over 40 at entrance is raised to 8 percent instead of the normal 7 percent. This 
would make the pension received under the plan (column 4) tend to decrease 
at an annual rate of 1 percent, which in 14 years (the estimated life span of a 
pensioner) would amount to a reduction of roughly 12% percent in that part 
of his retirement income. When combined with social security, however, the 
shrinkage is insignificant. A man entering the pension plan at 40 would expect 
his total pension to shrink only from $2,071 the first year to $2,003 the 14th 
year. 

Exhibit I shows that “or the older men, even with the 8-percent withdrawal, 
the proposed pensions are only slightly under those of the conventional plan, 
Since the widow’s total pension under the proposed plan is much larger, and 
since there is a provision for death benefits, the older men nevertheless stand 
to gain. 

(4) On retirement 2 workmen out of 3 will usually be found to have worked 
30 or more years for the company retiring them; that is, they will have begun 
work for the company at from 20 to 35 years of age. For this reason the figures 
for the 20-25 year age groups in exhibit I are much more significant than those 
for the older groups. Since the majority of men retiring have worked in the 
company concerned for 385 years (have entered employment there at age 30), 
the figures for that age group have been italicized. 

A real appreciation of the superior benefits of the proposed plan can be gained 
from a glance. For instance, the proposed plan offers 25 percent more income 
for the 30-year-age group; for widows of these men, the differential is even 
greater—145 percent more income. As for death benefits, there is no com- 
parison ; the conventional plan offers none, while the new plan gives the worker’s 
heirs his full accumulation. The death benefit may lead to immense social gain, 
as I shall show later, in addition to providing an obvious increase in financial 
security for the worker’s family. 

Should a worker in the proposed plan entering at 30 years of age become 
totally disabled or die at 60, he or his widow would be entitled te the same 
pension that he would have received at 65 had he entered at 35. In other words, 
he would have the benefits accruing from 30 years in the plan. Similarly, 
should he become disabled or die after 15 years, he or his widow would have 
the same benefits as a pensioner who entered the plan at 50 years of age. 

(5) The proposed plan would not be suitable for men entering at over 
55 since there would be too little time to build up adequate reserves at an 
average price level. This group is naturally small and statistically, at least, 
not so important in the whole picture. A suitable stopgap arrangement would 
be to offer men over 55 $10 per month on retireiszent for life with no death 
benefit and no widow’s pension. This compares with around $15 per month 
under the typical conventional plan. 

(6) The conventional plan has no vesting. If a man leaves his employer 
prior to age 65, he loses all pension rights. By contrast, under the proposed 
plan there is 100 percent vesting. Thus a man who left the company’s employ 
at age 55 would be entitled at 65 to whatever pension his previous earnings 
had assured him. Nonvesting has the effect of chaining a man to his job though 
he would greatly prefer to seek other employment. Most sociologists consider 
this very undesirable. 

(7) To get any compensation for disability under the conventional plan a 
man must have reached 50 years of age and have had 15 years of continuous 
service. Under the proposed plan he would be entitled to whatever pension 
the reserves he had accumulated would produce. 

The question that the reader may quite naturally be asking now is: How 
‘an the proposed plan, at a cost of roughly 5 cents per hour and using indus- 
trial common stocks as the investment medium, produce benefits that would 
cost three times as much under the conventional type of plan? What grounds 
are there for believing that this apparent miracle can ever be achieved? 
Performance of common stocks 

The investment experience of the S0-year period between 1870 and 1950 is 
the basis for my estimates of the benefits that can be gained from a fund in- 
vested in diversified common stocks. The Cowles Commission report, Com- 
mon Stock Indexes, 1871-1937" (regarded as authoritative and of the highest 





1 By Alfred Cowles and Associates (Bloomington, Ind., Principia Press, Inc., 1938). 








198 INDIVIDUAL RETIREMENT ACT OF 1955 


statistical accuracy by competent economists) shows that the average annual 
investment accomplishment of all the industrial common stocks listed on the 
New York Stock Exchange during that period was 8.8 percent—the average 
annual increment resulting from income (6 percent) plus appreciation in market 
value (2.8 percent). Exhibit II shows how a fund invested and reinvested in 
these stocks would have grown over the 67-year period. As for the years 1938- 
51, studies covering the period point to an average annual investment ac- 
complishment of better than 12 percent. 


STOCK PRICE INDEXES, 1871-1938 


EXHIBIT II. 
SourcE: Cowles Commission Industrial Indexes (reproduced by permission). 
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One is impressed by the overall regularity of the investment accomplishments 
during these 80 years. Note that even after the collapse of 1929 and during the 
great depression of the 1930's it took only 4 years for the fund to reestablish its 
actual market value on the normal trend line. It becomes clear that for 80 years, 
during prosperity and depression, during conservative Republican administration 
and liberal Democratic administration, during periods of advancing retail prices 
and during periods of stable prices, during high corporate Federal income taxes 
and no Federal income taxes, the trend of better than 9 percent has continued 
with only temporary interruptions. An amount of $1,000 so invested, with divi- 
dends reinvested, would have grown to $248,360 over the period from 1871 to 
1938. As noted, despite this record it has seemed more conservative to assume 
in the future a total net investment accomplishment of 7 percent for the purpose 
of this study. This will allow ample leeway for an investment and administra- 
tive cost of one-fourth of 1 percent annually. 

The present-day business executive or union official who lived through the 
nightmare of the big depression will naturally wonder how this plan would 
have stood up in the trying period of the early 1930's. So let us test it in specific 
terms. An employee who had joined the plan on January 1, 1898 (supposing it 
had been in operation so long), at 30 years of age, would have accumulated a 
pension reserve of better than $14,000 when he retired on December 31, 19582. 
And his pension the first vear of retirement, 1933, would have been close to the 
estimate shown in exhibit I. (This is due to the fact that actual investment 
accomplishment during the 34 years up to 1932 was 8.5 percent or 1.5 percent 
better than the 7 percent on which the calculations are based.) In other words, 
even in terms of 1932—and it is unlikely that the future will hold any more acid 
test than that year—the employee would have received the pension which he 
had been told was “normal,” though for the sake of prudence he also would have 
heen warned that he might receive 16 percent less than that amount (assuming 
social security also had been in effect). 

In general, as exhibit I] indicates, pensions are unlikely to run either above 
or below the normal for more than 5 or 6 years at a stretch. Thus during the 
average period of retirement—14 years—the employee would have about as 
many years of pension income above normal as below. Furthermore, since his 
pension income would fluctuate roughly with the cost of living, it is reasonable 
to assume that the ups and downs would not significantly affect his real eco- 
nomic welfare. 

OPERATION OF THE PLAN 


The proposed plan is, as noted, unique in that it makes two different types of 
payments—retirement income to the employee and his wife and an estate to their 
heirs. Obviously, there must be some radical departures in the mechanics of 
operation and system of payment. 


Vechanics of shareholding 


The mechanics of the proposed plan are relatively simple and, thanks to mod- 
ern mechanized bookkeeping, inexpensive. Presumably, the machinery would 
be handled by a bank or trust company, though a corporation could set up its 
own department if it were sufficiently large. There is no reason why the total 
cost of operation, including investment management, should be more than one- 
fourth of 1 percent per annum. 

At the end of each quarter a company would turn over to the pension repository 
a sum equal to $25 for each of its employees who had worked 400 hours during 
that quarter. (If a man had not worked the required 400 hours in a quarter 
the company presumably would make no payment for him in that quarter; but 
if during the year he were to work a total of, say, 1,700 hours, he would be entitled 
to a total premium payment of $100, regardless of the fact that in 1 or more 
quarters he had failed to work 400 hours. Of course, if an industry were ex- 
tremely cyclical, it might be necessary to drop the minimum number of hours 
to something like 300 per quarter, the added burden being at least offset in part 
by those quarters in which employees worked more than 500 hours.) 

The repository would set up an open-end investment fund whose shares would 
be originally priced at $5 each. To illustrate how this would be handled, let us 
take the case of a company whose first payment is $100,000 for the account of 
4,000 employees: 

The investment fund would immediately invest the $100,000 in a diversified 
group of industrial common stocks, and each employee’s account would be cred- 
ited with 5 shares of the stock. 
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Now, let us assume that the stocks owned by the investment fund increase 
1 percent in market value (5 cents per share) and that they earn dividends in 
the amount of $1,000 (another 5 cents per share) during the first quarter. 

On receipt of the second-quarter check for $100,000 each employee’s account 
would again be credited with the equivalent of $25. But this time, with the value 
of a share now $5.10, the $25 can buy only 4 additional shares—$20.40, leaving 
a cash balance of $4.60. Thus, at the end of 6 months each employee would have 
9 shares of stock worth $45.90, plus $4.60 in cash. 

Suppose, further, that by the time of the next quarter’s payment the shares 
have risen to $5.30. The amount credited to the employee’s account would again 
be 5 shares, $26.50, purchased with the $25 just received and $1.50 of the $4.60 
cash balance. The employee would then have 14 shares of stock worth 74.20 
and a cash balance of $3.10. 

The process would continue as indicated, with the idea being to keep an em- 
ployee’s account fully invested except for a cash balance that is less than the 
value of one full share. 

Note that changes in the number of employees would not present any real 
difficulty. For instance, if the company were to add 100 employees during the 
first quarter as outlined above, the company would simply turn over $102,500 
(rather than $100,000) to the investment fund for purchase of common stocks, 
and the new employees would start off with 4 shares of stock worth $20.40, 
and a cash balance of $4.60; at the end of the following period they would have 
9 shares of stock worth $46.90 and a cash balance of $3.10; and so on. 

A possible complication does arise from the fact that over a period the 
shares would increase in value through the reinvestment of dividends and 
natural appreciation, though from time to time they would temporarily shrink. 
Ultimately, the value of a share would rise far above $5. Under the circum- 
stances, it might be more convenient to keep the value fairly close to the original 
level—for instance, by declaring a 20 percent stock dividend whenever the value 
reached $6. 


Mechanics of payment 


As noted earlier, under normal conditions an employee’s fund at the end of 
35 years of work should be in the vicinity of $15,000 (see exhibit I). For 
example, by the date of retirement he may have accumulated 3,000 shares 
each worth $5 (plus a cash balance of $3.75, which could be given to him 
immediately or at least by the end of the first month). Each year of his retire- 
ment he would be entitled to 7 percent of the shares then standing in his name 
at the beginning of the year, or one-twelfth of 7 percent each month. This is 
the way it would work. 

Each month this employee would be entitled to 3,000 shares multiplied by 7 
percent multiplied by one-twelfth, which comes out to 17.5 shares. He would 
therefore receive the proceeds of 18 shares (the nearest amount in fulll 
shares). So, assuming that at that date they were still worth $5 each, he would 
get a check for $90. He would then have 2,982 shares left. 

On the last day of the second month the shares might be forth $5.02 each. 
Applying the same formula as before to his 2,982 shares, he would be entitled to 
17.395 shares and would receive the proceeds of 17 shares (again the nearest 
amount in full shares), or $85.34; and he would have 2,965 shares left. 

After 3 years of this process—to skip ahead—the employee would have received 
the proceeds of shares amounting to about 20 percent of his total holding as of 
retirement. 

However—and this is the important point—the value of the shares would 
probably have risen by virtue of market appreciation and dividends; and if this 
increase approximated the long-term average rate which it seems reasonable to 
expect (conservatively), then the remaining shares would be worth enough more 
to offset their smaller quantity. 

Though 3 years is too short a period to average out possible fluctuations, it 
may be illustrative to point out that at 7 percent cumulatively, the value of each 
original $5 share would have risen to $6.13, which is roughly a 20-percent gain 
to match the 20-percent drop in number of shares still held. 

Hither that, or the trustees of the fund would have brought the value down 
again to $5 by a 20-percent stock dividend, in which case the pensioner’s holdings 
would be restored to what they were at retirement. 

Moreover, if total investment results were better than 7 percent, then the 
value of the pensioner’s holdings would be even greater than originally, either 
in per share worth or because of larger stock dividends—always remembering 
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that over any short-term period the investment results may be less than a 7-per- 
cent average, even to the extent of a temporary loss in the value of the pension’s 
holdings. 

Obviously, the fact that the pensioner’s holdings would tend to remain intact 
while he drew his pension means that the same pension would be available to his 
widow and that after her death there would be an estate for their heirs. 

On all these features a good deal of elasticity is possible. For instance, the 
plan could provide that the pensioner or his widow could leave his or her shares 
to continue to accumulate, or even that the heirs (after the death of the spouse) 
could elect to continue for their lifetime withdrawing as the pensioner had at 
the rate of 7 percent instead of receiving the principal. Indeed it could be made 
optional for the employee's beneficiaries to elect a lower rate of withdrawal per 
annum, say 3 percent, which would assure them both a modest return on the 
capital and a slowly growing nest egg. It would also be quite practical to allow 
beneficiaries the withdrawal of all or part of the fund as of the first of each 
month. Furthermore, rates of return varying between 1 percent and 7 percent 
could be elected by the beneficiaries, and even changed from time to time, though 
probably the exercise of this option should be limited to not more than once a 
year, or even less often, in order to keep down administrative expenses. 


POLICY AND MANAGEMENT 


Some important questions arise when we turn to consider the investment 
policy and management of the proposed pension fund. Should timits be set on 
the size of the fund? What if the investment performance of common stocks 
in the future falls below 7 percent? Who should operate the fund? Can the 
company which has already set up a conventional type plan switch over? And 
So on. 

Size of fund 

At first glance it might seem wise to form a joint fund which would embrace 
an entire industry, like the steel or automotive industry, and this could be done 
without restricting the individuality of the member plans. It would be quite 
possible, for instance, for different companies to have pension plans of differing 
degrees of generosity and yet use the same fund. One could contribute $150 
annually per employee, another the $100 envisaged here, and a third $80; or one 
company could allow withdrawals at the rate of 6 percent to pensioners, another 
at 7 percent, and a third at 8 percent—all without disrupting the mechanics of 
the fund’s investment management. However, it might be unwise to put together 
enough companies to make a fund any bigger than the $2 billion which would even- 
tually be necessary to take care of one of our industrial giants such as American 
Telephone & Telegraph Co., Standard Oil of New Jersey, General Electric, Gen- 
eral Motors, or United States Steel. Perhaps even a fund of this size is unde- 
sirable because of the amount of power it concentrates in the hands of its trus- 
tees. At the same time, I see no reason why the same investment management 
should not service a number of funds no matter how much they amount to in total, 
so long as the policies controlling individual funds remain independent. 

On the lower side, I think a fund should have a possible goal of at least $10 
million. Otherwise it will be difficult, if not impossible, to secure competent 
management. To the extent that many excellent companies can never expect 
to have a pension fund of that amount, the solution is to join with other compa- 
nies in the same area or the same industry or to make use of an independent 
fund set up specifically to serve smaller companies. 

On balance, I feel that the ideal size is between $50 million and $500 million. 
For a $50 million fund it should be possible to secure topnotch management; and 
$500 million would not be so much as to be unwieldy, particularly since (as 
developed in the next section) there should not be frequent thanges in portfolio. 


Investment policy 


On the basis of my own experience during the last 25 years as an investment 
adviser and investment trust director, I believe that excellent long-term results 
may be obtained without many changes in an investment account. In this con- 
nection, it should be pointed out that the Cowles Commission study, which shows 
an 8.8-percent average annual accomplishment in the 1871-1937 period, assumes 
no changes of investment except to acquire shares in new corporations as they 
were listed on the New York Stock Exchange. In other words, the plan is based 
op a representative or even across-the-board list of industrial stocks on the New 
York Stock Exchange. 

65638—55——_14 
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The reason for avoiding the rails and public utilities is simple. The Cowles 
Commission’s study shows that from 1871 to 1937 the annual average income plus 
appreciation amounted to only 4.6 percent for railroads and 6.3 percent for public 
utilities. My own personal opinion is that rate regulation was perhaps the major 
cause for these two groups doing less well than the industrials. The earning 
power of a railroad or public utility has to satisfy both its stockholders and 
employees, as does an industrial; but on top of that the regulatory commissions 
prevent the management from charging all the traffic will bear. Also, unlike 
industrials, railroads, and utilities are required to maintain a fixed pricing policy. 
Furthermore, regulation is never sufficiently flexible to avoid unduly hampering 
the genius and enterprise of management; unfortunately, though regulation 
inay be equitable and necessary (where the public has granted a monopoly), it 
does hamper business profits. 

At the same time, though public utilities and rails have done considerably less 
well over the years than industrials, I could not favor forbidding their ever being 
in the portfolio of a common-stock pension fund. It is always possible that con- 
ditions may change enough to justify their inclusion—particularly in the case of 
public utilities, which have recently been making a relatively favorable showing. 

Values in the future——More important is the question whether the profits of 
industrials will be as good during the next half century as they were during the 
last 80 years. Of course, no one can say, but there is as much respectable eco- 
nomic opinion to the effect that they will be larger as that they will be smaller. 

The business community, to be sure, has usually forecast diminishing profits. 
It reasons that while, on the one hand, we have the continuing advance of science 
(both pure and applied), improved management and production techniques, and 
an increasing standard of living, all tending to raise profits, we also have, on the 
other hand, the wage demands of labor and the increasing burden of taxation. 
If the reader studies exhibit II, however, I believe he will be impressed by the 
fact that increased wages and taxation have not in the past adversely affected 
the overall performance of industrial stocks. If the chart were brought up to 
date, striking evidence would appear that the performance of industrial common 
stocks has improved since World War II despite wage and tax rates greatly 
higher than at any previous time when the country was not engaged in all-out 
war. 

But suppose that the United States does not continue to be such a dynamic and 
expanding economy. Suppose that the gloomy forebodings of the technocrats and 
those disheartened by the great depression, which did not come true during 
the 1930’s or 1940’s, do yet come true at some date in the future. In such an 
event, there is no doubt that the rosy prognostication in this article, despite the 
use of a conservative 7 percent growth factor instead of the 8 percent plus which 
has prevailed, wil fail to materialize. Suppose overall performance is 5 percent 
instead of 7 percent; then a pension fund accumulated over a period of 35 years 
at $100 annually would only amount to some $9,500 at the end of the period. But 
even this would obviously provide a more generous pension than the $5,600 that 
would be accumulated by orthodox methods in a bond fund with a net yield of 
“14 percent. In other words, should the overall performance of industrial stocks 
be only 55 percent as good in the next half century as it has been in the last 80 
years, the proposed plan will still function better than the orthodox type. 

Moreover, one of the most reassuring things in connection with the history of 
industrial stocks is that their investment performance does not hinge on mone- 
tary value trends. It is true that since 1900 there has been a rising price level, 
which naturally tends to help the overall performance of industrial common 
stocks: but during the 30 years from 1871 through 1901, a period of static or 
receding prices, the stock index performed as well as in the decade 1910-20, 
which saw a very sharp increase in commodity and retail prices all along the 
line. In other words, the outlook for investment performance in the future does 
not, apparently, depend on the outlook for a rising commodity price level. Also, 
of course, if we enter a period of long-term deflation—ualikely as that now 
seems—the pensioner will not need so many dollars to maintain his purchasing 
power. 

On the other hand, if continued inflation is in fact our prospect, the investment 
performance of the proposed fund can be counted on to go a long way in protecting 
the purchasing power of pensioners. While they cannot be promised protection 
against inflation, it is generally agreed on the basis of past experience that 
the value of industrial common stocks increases substantially, if not in direct 
proportion, with an increase in the general price level. In this connection it is 
interesting to note that an unpublished study of the French post-World War I 
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inflation of 1919-27, made by William F. Morton and Theodore F. Drury, of the 
State Street Research & Management Corp. (Boston), shows that a list of 288 
common stocks rose in value in almost direct proportion to the 150 percent ad- 
vance in the cost of living. 

By contrast, during the last 15 years the 90-percent increase in the cost of 
living has thrown out the most careful calculations as to the adequacy of 
orthodox pensions and has forced certain large companies and institutions to 
supplement pensions which were originally assured by competent actuaries to be 
adequate. 

Distribution of the fund.—Inasmuch as the overall total results of the indus- 
trial common stocks reported by the Cowles Commission were so good, it is 
significant to observe that at each stage each company’s stock was weighted 
according to its total market value. Thus, if the calculations were continued to 
today, there would be roughly 10 times the commitment in a company like Gen- 
eral Motors as in International Harvester. 

In terms of future investment policy for a fund, the implication is that if a 
company expands from modest beginnings to an industrial giant through sound 
growth, the fund does not constantly cut back its investment but allows it to 
srow in a manner which orthodox investors might regard as being out of all 
proportion to their other commitments. In my opinion, this practice of allowing 
investments to grow as far and as fast as they could, which was in effect assumed 
hy the Cowles Commission study, was what made the astonishing record possible 
despite the fact that it included nearly every industrial stock listed on the New 
York Stock Exchange. 

Other questions 

A variety of other questions are likely to arise at the policy level for a com- 
pany interested in the proposed pension plan : 

1. Management of funds.—Obviously it is of great importance to obtain the 
best possible management for the pension fund—not only in terms of efficiency 
but also from the standpoint of courage, faith in America, and steadiness in the 
face of even the sharpest disturbance in the stock market, which would be essen- 
tial to the operation of an all-common-stock fund. 

Under present Federal law, the management of a pension plan may be selected 
by the corporation or it may be agreed on jointly by labor and management. A 
suitable arrangement might be a board of 3 trustees, 1 representing labor, 1 
management, and 1 selected by the other 2. The trustees, in turn, might choose 
a bank to handle all the mechanical details including custodianship of the securi- 
ties, setting up employee accounts, and the payment of pensioners; and they might 
entrust the management of the portfolio to a bank, employ independent invest- 
ment counsel, or organize an adequate investment staff themselves (a procedure 
that would be especially appropriate for a fund likely to run, eventually, into 
many millions of dollars). 

In the bylaws or prospectus of the pension plan agreement it should be clearly 
stated that unless there were the strongest reasons for a change in policy, the 
fund would be kept continuously invested in a large number of industrial com- 
mon stocks, presumably all of them listed on the New York Stock Exchange; and, 
furthermore, that reliance would be placed primarily on a general list of stocks, 
reflecting confidence in the broad growth of the American economy, rather than 
on attempts to concentrate on attractive-appearing industries or to evaluate 
the business cycle. 

2. Companies with existing pension plans.—-Is it too late to change over to the 
proposed plan for companies that have had a conventional plan in operation for 
5, 10, or 15 years? My answer to that is “No.” 

Actually, changing over can be quite simple as far as new employees are con- 
cerned. All that is necessary is to install a second plan along the lines proposed 
in the preceding pages and have all the new men join it as they enter the com- 
pany’s employment. I am assuming, of course, that most new employees would 
not be over 40; that is, they would be employed for 25 or more years if they 
stayed with the company until retirement. Such men could look forward to 
vreat advantages, and the extra administrative expense of carrying two plans 
for a period would be worth while. Even for the newcomers over 40, the pro- 
posed plan should offer as much as or more than the orthodox plan. 

If a company and a union also wish to change over the present employees, the 
task is more complex but still quite feasible. It seems to me that men who are 
10 or less years from retirement might be allowed to elect whether or not to 
enter the new plan, with all others being transferred automatically. 
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Whether or not the reserves that have been built up under the previous con- 
ventional-type plan should be divided pro rata per employee, so that those trans- 
ferring to the new plan could have their shares transferred, is an open question. 
If it is decided in the affirmative, the money should be used gradually, say over 
a period of 10 to 15 years, to buy shares of the common fund. If it is decided 
in the negative, the reserves should be used to give the retired worker the benefits 
under the original pension plan that he had become entitled to before changing 
over. 

3. Reserves and longevity.—In the case of workers entering the plan at a late 
age, the proposed program is exposed in part to the same risk as that which 
conventional programs face—the chance that the average longevity of company 
employees will exceed expectations. 

The situation with regard to increasing longevity is well known by Review 
readers. Briefly, during the last half century the life expectancy of the average 
male at age 20 has increased about 16 percent. Whether it will increase a like 
amount or more or less in the next half century is a matter on which it would 
take a bold actuary to hazard even a guess. But certainly modern drugs, modern 
hygiene, and modern safety devices are still performing miracles. 

The point here is that the orthodox pension plan counts on a certain percent- 
age of workers dying before 65 and the rest living to an average age of 79 or 
thereabouts. Should 10 percent more men survive to 65, 10 percent more pensions 
would have to be supplied than originally contemplated ; should the average life 
span of a pensioner increase to 85, pension reserves would be utterly inadequate. 
This very possibility has led at least one leader in the pension field to advocate 
placing the orthodox pension plan in an insurance company, which can recoup 
in its life-insurance department the losses that unexpectedly longevity may 
produce in a pension plan. 

Admittedly, these dangers are not completely avoided for the older men enter- 
ing the proposed plan, because their pensions are calculated to decline 1 percent 
per year; the benefits cited in exhibit I, would according be less if these men 
surpassed their life expectancy. But for the average man, who enters at age 35 
or under, it makes no difference how long he lives; his pension remains un- 
changed. And if he dies in harness, his heirs receive the capital of his pension ; 
it does not revert to the general pension fund, and no schedule of benefits is 
affected. Therefore, if the anticipated number of workers fail to die by a certain 
age, the proposed plan, unlike the orthodox plan, is not faced with inadequate 
reserves. 





SOCIOLOGICAL IMPLICATIONS 


The many sociological implications of the proposed plan spring from the fact 
that after the death of an employee who has worked, say, 35 years, and after 
the death of his wife, their heirs stand to receive an estate of somewhere between 
$8,900 and $20,700. If there were 4 children, in other words, each child would 
receive an inheritance of from $2,200 to $5,200. Think what this might mean. 


Broadening ownership 


It seems to many competent observers that our American society has a great 
weakness in the fact that the Nation’s facilities for production and distribution, 
which the Cowles Commission’s report shows to be so enormously profitable, 
are almost entirely owned by less than 10 percent of the families in the 
country.’ Even our largest corporation has only a million stockholders out of 
155 million Americans. Were we a purely agricultural country with nine-tenths 
of the arable land owned by one-tenth of the families, everyone with an aware- 
ness of history and current events would agree that we were headed for trouble 
if not for disaster. Might not a similar situation bring a similar danger in an 
industrial economy? Might not the ownership of our production and distribution 
machinery by a small minority invite socialism or even communism? 

In the countries behind the Iron Curtain the state has simply confiscated 
all industry and all systems of distribution. In the countries of Western Europe 
the state has either preempted from the beginning the ownership of certain 
industries, or it has acquired them, as it did recently in England, by forced 
sale. Had the ownership of basic British industries been widely distributed 


?For example, see Laurence J. Ackerman and Walter C. McKain, Jr., Retirement Pro- 
grams for Industrial Workers, Harvard Business Review, July-August 1952, pp. 97-98. 

3L. H. Kimmel, Share Ownership in the United States (Washington, D. C., the 
Brookings Institute, 1952). 
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through large segments of the population, I wonder whether the Socialist 
experiments would have enjoyed such widespread popular support. 

If the pension plan outlined in the preceding paragraphs finds acceptance, 
it should mean that in 50 years there might be 20 million employees and pen- 
sioners representing 15 million families (on the basis of a population “guessti- 
mate” of 60 million families and 250 million people in A. D. 2000) who would 
own, through the medium of pension funds, property in common stocks aver- 
aging close to $10,000 per family, or a grand total of $150 billion. If present 
ownership trends continue, by contrast, there should be only about 6 million 
families owning industrial common stocks in 50 years. 

The significance of the proposed plan, in other words, is that the ownership of 
the productive and distributive system of the country should be more than 
tripled during the next half century, so that instead of one-tenth there would be 
nearer one-third in the capitalistic class. This still would be an inadequate 
proportion, but it would be a long step in the right direction—and one which 
would immensely strengthen the case of free capitalistic enterprise before the 
electorate. 

Some skeptics may question the above argument. Will simply owning only 
a few thousand dollars’ worth of shares in a pension fund make employees 
keenly aware of their stake in the capitalist system? Ithink so. The man who 
own a $10,000 house looks at real estate problems very differently from one who 
lives in a tenement. As a matter of fact, it is my experience as an investment 
adviser that the newer owners of capital, regardless of the size of their hold- 
ings, are the ones who are most keenly aware of the benefits of the system and 
who are its stanchest supporters. 


Veed for investment money 


But, the reader may ask, will there be enough industrial common stocks avail- 
able to make possible the purchase of so large a segment of the available supply 
by a totally new group of owners? In my opinion, there is little doubt that such 
a stream of new investment money will be easily absorbed, and that it is, more- 
over, vitally needed. 

In the first place, it has been estimated that the plant and working capital of 
industrial companies will have to expand at the rate of $7 billion to $14 billion 
per year over the next half century in order to secure the increased facilities that 
our dynamic and expanding economy requires. If industry, through reinvest- 
ment of earnings, can supply half of this sum, the balance would have to come 
from money invested directly or indirectly by the public. That is a big bill to 
fill, and pension money would help significantly in filling it. To be sure, most 
of the premiums and reinvested dividends of pension funds would be used to buy 
shares from present owners. But then these owners, in turn, could use the money 
to finance new businesses and take up rights in established corporations. 

In the second place, to the extent that pension funds add to the stream of avail- 
able investment capital, they will relieve the competition for the investor’s 
dollar. New ventures, which have been having difficulty securing capital funds, 
are likely to be encouraged as a result. Obviously, pension funds will not be 
invested in new complaints where there is an above-average risk. But in helping 
to satisfy the equity needs of established companies, they will ease the competi- 
tion for the investor’s dollar that has made expansion difficult for so many young 
enterprises. Thus, it may even be that pension money would stimulate a 
potential demand for equity money that is even greater than the present require- 
ments. 

CONCLUSION 


Many readers will be startled by a pension plan that is wholly invested in 
common stocks. They must remember that for the industrial worker a company 
pension is only a supplement to that provided by the Government. To see the 
picture in true perspective, both parts of the pension must be looked at together. 
On this basis, the proportion of common stock represented by the plan is not so 
alarming. In fact it is less radical than a basic position of 50 percent in stocks 
and other equity risk securities balanced by 50 percent in high-grade fixed 
income-bearing investments, which investment advisers and others who invest 
for dividuals consider to be conservative. 

At present a married industrial worker on retirement receives a basic pension 
of $1,530 from the Federal Government. If this were an income from Govern- 
ment bonds, it would represent, when capitalized, about $60,000. The other 
source of his income, if he were credited with 35 work-years under the proposed 
plan, would be capital in common stocks of $15,000. 
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Most investment advisers, if faced with the problem of investing for an elderly 
person who is the life tenant of a trust fund of $60,000 by law invested wholly 
in United States Government bonds, and of a separate trust of $15,000 where 
there were no restrictions, would consider it prudent to place the latter fund 
wholly in common stocks. That would leave the client with 80 percent of his 
earning assets in Government bonds—surely a most conservative position. The 
proposed pension plan envisages exactly such an investment policy for the retired 
industrial worker. 

Now let us turn to a summary of the benefits and risks of the proposed plan 
for financing part of the worker’s retirement income: 

1. Benefits —While the proposed plan should benefit employees with over 10 
years of future service, its merits become outstanding for the man with 30 or 40 
years to go before retirement. The man who enters such a plan at 25 years of 
age has a reasonable expectancy of receiving an average annual pension (inelud- 
ing social security) of better than $250 a month and of leaving an estate of 
$13,000 to $30,000. Even if he dies before retirement, there will be benefits: 
supposing he dies at 60, under the proposed plan he would leave an estate of 
between $8,900 and $20,700, and his widow would derive an income from this 
fund varying from $600 to $1,400 per annum. Under the conventional type of 
plan, by contrast, there would be no continuing pension other than social security 
for his widow and nothing in the way of death benefit. 

2. Risks.—The main risk in the proposed plan which the employee must accept 
in return for its greater benefits lies in the question: Will the common stocks 
of American industrial enterprises during the next 50 years show as large a 
return, including dividends and appreciation, as the assumed rate of 7 percent 
(plus one-fourth of 1 percent for expenses)? All forecasting is risky, but the 
following facts, used as a basis for the assumptions of the plan, stand out from 
the record: 

(a) The Cowles Commission study shows an 8.8-percent average total re- 
turn for 1871-1937. 

(b) Over the last 13 years no exactly comparable or exhaustive study has 
been made, but careful calculations seem to indicate that the record has been 
better than 12 percent. 

(c) Thus the overall results from 80 years of experience can be stated at 
about 94% percent. 

(d) Therefore the calculations in this study are based on estimates that 
are roughly 20 percent less favorable than the actual experience of the last 
SO years. 

Actually, there is much weighty opinion to the effect that the next 50 years 
will show an even greater rate of growth than the last. My own firm conviction 
is that the assumption of a 7-percent return is far more likely to prove con- 
servative for the next 50 years than are the current longevity tables used by 
actuaries in forecasting group life expectancy upon which conventional plans 
are based. 

In this connection there is one further element of a paradoxical nature which 
should be considered. It will be recalled that the average yield on industrial 
common stocks over the period of the Cowles Commission study was 6 percent. 
It is possible that over the next half century there might be such a genera! 
increase in business confidence and in understanding of the investment merits of 
common stocks that they would sell to yield 4 percent rather than 6 percent. If 
all other factors remained the same, this would mean that the overall perform- 
ance of 9 percent net over the last SO years would be cut to 7 percent in the future. 
In other words, good business and a wide acceptance of the investment theories 
advocated in this article might be the very factors which would bring down 
common-stock performance to the level I have envisaged as a reasonable long- 
term expectation. 

Another risk that the employee must accept is fluctuation of stock prices and 
income. But the magnitude of this risk, too, does not seem great. The only 
year from 1871 to 1951 in which the common stock index remained more than 40 
percent below the normal trend line was 1932—and the trend line used was 8.8 
percent. Since the proposed plan uses only a 7 percent trend line, the chances 
of any future year bringing a drop of more than 40 percent below the line are 
even less. Also there is reason to believe that, with measures like the Federal! 
guaranty of bank deposits which we now have and with general acceptance of 
the idea of Government action to counter future depressions, we are less likely 
ever to have a repetition of the drastic conditions of the early 1930's. 
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There is one further risk which logically should not be a risk at all; but, given 
human nature, it is in my opinion the greatest risk of all. It is simply that 
in the event of a severe decline in the stock market in the early years of the 
initial pension schemes operating under the proposed plan, the trustees of the 
schemes might be under great pressure from frightened union leaders and man- 
agements to abandon the plan at the bottom of the market. It is for this reason 
that I believe trustees of such plans must be men of outstanding courage and 
character, because to abandon a plan during a depression would, of course, not 
only be the height of folly but might mean the loss of a substantial part of the 
premiums that had already been invested. As the years went by, this danger 
would disappear. For example, had there been a plan in existence for 20 years 
at the time of the great depression of the early 1930's, it can be seen that over 
one-half of the premiums would have been invested at levels substantially below 
those reached, except for 1 or 2 months at the very bottom of the market. 

Now let us turn to some of the risks run by the conventional plans to which 
the proposed plan is not exposed : 

(1) The first and most glaring hazard of the conventional plans is that if 
medical science, personal hygiene, and safety measures increase the longevity of 
factory workers, very serious difficulties are in store. 

(2) Employees and employers alike will do well to remember that the cost of 
living has tripled in the last half century because of inflation. The standard pen- 
sion plan has no defense against this menace, and many leading economists con- 
sider inflation to be a long-run probability in the future. To be sure, the pro- 
posed plan would only offer a partial escape, but it is reasonable to assume that 
industrial stocks would rise and yields would be generous in an inflationary 
period, as during the last 3 years. 

(3) Conventional plans are frequently subject to complicated vesting and 
other administrative problems which may cause embarrassment and strain in 
labor-management relations. 

Now, why is it that a scheme of this nature, so inexpensive and yet so generous, 
has not been thought of and universally adopted long since? Should the pro- 
posed plan be suspect as a result?. 

The answer, it seems to me, lies in the fact that even expert financiers and 
trained economists are inclined to regard common stocks as a hazardous form 
of investment. As for the general public, it regards the stock market as simply 
a legalized form of gambling. Of course, this attitude is not inaccurate to the 
extent that one confines his investment to a few individual stocks and expects 
to obtain spectacular results in a short period of time. Life insurance, if con- 
fined to a few lives, also would be extremely hazardous. But if wide diversifica- 
tion is coupled with patience, the Cowles Commission industrial stock indexes 
show that gratifying results can be obtained without appreciable risk. To 
the extent that this is done, the public’s skepticism is not justified. 

Actually, there simply has been a widespread ignorance about the investment 
performance of stocks, and particularly their resilience after the depths of depres- 
sion. In contrast, bonds, which are popularly supposed to be safe, have in fact 
lost almost half (to be specific, 45 percent) of their purchasing power in the 
last 15 years, and about two-thirds of their purchasing power since the turn 
of the century. 

Once the merits of industrial common stocks are recognized, it becomes evident 
that sufficient accumulations can be built up over a 35-year period to finance a 
generous pension without necessitating a true invasion of principal. This in 
turn makes it possible for the average worker to leave an estate, turning him 
and his descendants into capitalists. The way is open, therefore, to a gradual 
social and economic revolution of great benefit and significance to our country, 
and it could come about without sacrificing one segment of society for the benefit 
of another. 





[Reprinted from the Atlantic Monthly, June 1954] 


Low interest rates and the great rise in the cost of living have rendered most 
pensions insufficient for even the bare uecessities of life. In the article that 
follows, R. Minturn Sedgwick, Boston investment counselor, shows how the 
same amounts now invested in pension plans could be made to produce an ade- 
quate retirement income not only for an employee, but also for his wife; fur- 
thermore, important death benefits could be provided at no extra cost. 
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PENSIONS COULD Be BETTER 
(By R. Minturn Sedgwick) 
1 


When a man buys a house or a car, he knows that he will use it at once. 
Both he and the architect or engineer know that the good and bad features of 
these things will show up within a matter of months if not weeks. Largely for 
this reason, Americans are today buying good cars and good housing. In the 
decade 1950-60 the American public will spend $100 billion on new cars and a like 
amount on new houses. 

There is another product which has only recently come into equally general 
demand, and by the end of the decade the public will probably have spent nearly 
$100 billion on it too. It is an intangible product and, unlike cars and homes, 
it is not bought by the individual user but is bought for him. It does not have 
to face the test of use as a rule until 20, 30, or even 50 years after the first 
downpayment is made. Unfortunately, any realistic appraisal of this product 
points to the inescapable conclusion that the public is getting an extremely poor 
value for its money, not because it is being fleeced by the unscrupulous, but 
because neither vendor, nor buyer appears to be aware of the probable long-time 
performance of the product. I mean pension plans. 

Any dispassionate study will show that almost without exception every pension 
plan at present in operation would have failed in its purpose spectaculary in the 
past half of this century and—unless the planning is changed—will almost surely 
fail in the future. This failure is clearly evident in the few plans which are 
more than 20 years old, and the failure has already resulted in inadequate 
payments to the pensioners despite the fact that the original schemes have 
usually been supplemented at great additional cost. There are few if any funded 
pension plans that have pensioners who entered the plan half a century or more 
ago. If there were more, the failure of the standard type of plan would by now 
be generally recognized. 

Most people will agree that a pension plan should be designed to provide a 
standard of living for the pensioner and his wife should she survive him, bear- 
ing a reasonable relation to that which his compensation permitted during his 
employment. Were living costs unchanging, a pension of somewhere between 40 
and 60 percent of average compensation during the last 10 years of employment 
might wtll be considered ample. Many present day plans set out with such a goal 
in mind; but almost without exception the pension is designated for one life, 
with an unchanging number of dollars regardless of the cost of living. If the 
plan has an alternative which will protect a widow, it usually entails a diminu- 
tion of about one third of the benefit. This diminution is based on the finding 
that the survivor of a couple, when the man is 65 and the wife is 62, has a life 
expectancy of 23 years as against the man’s alone of 14 years. It is unfortunate 
that the pension prospectus generally fails to emphasize that the pension rates 
quoted are for one life only. Thus a $2,400-per-year pension shrinks to $1,600 
if it has to protect a man’s wife as well as himself. 

Let us turn the clock back and assume that we are starting a standard pension 
plan in 1900, and then see what happens to its beneficiaries. In 1900 the average 
annual industrial wage was about $400. Thus a pension of $200 would appear 

generous. This assumption that living costs would remain fixed was far more 
reasonable in 1900 than today because the preceding 30 years had seen one of 
those rare periods in economic history when the price level had failed to rise. 

It was reasonable in 1900 to assume that the net average earnings on a fund 
invested in fixed-income-bearing securities would produce 4 percent. (At present 
pension planners usually assume 2.5 percent.) In 1900 a man 65 had a life 
expectancy of about 13 years. T her efore, a capital fund of approximately 
$2,000 would be needed, when a man retired, to pay him about $200 annually for 
life. Taking the case of a worker 25 years old in 1900, it was fair to assume 
that $20 per year contribution over a 40-year period, invested and reinvested at 
4 percent, would produce about $2,000, which in turn would provide the $200 
annual pension. Such a plan in 1900 would doubtless have seemed incredibly 
generous ; in fact, hardly anyone was bothering about the fate of retired workers 
at that time. 

But when our sample man retired in 1940 with a wife 4 years his junior, 
it would have taken some remarkable planning to make $200 cover his annual 
living expenses. It is obvious that the pension would have failed completely 
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to provide for the worker's old age, if single. And if there were an option in 
the plan which would provide for his wife should she survive him, the pension 
paid would have been reduced to $133. Had it not been for social security, 
this couple would have had to be supported by private or public charity if they 
had no savings to fall back on. 

But let’s be fair; let’s assume that the company would have recognized by 
1920 that if its pension plan was to have any meaning it would have to find 
“a capital sum of at least $5,000 for each man by 1940 to provide an adequate 
worker's pension. Even had they been able to invest money the ensuing 20 
years at 4 percent, the contribution would have had to be increased by roughly 
$100 a year. Thus the cost would have grown from $20 to $120 per man in that 
age group. Had there been thousands of employees involved, it is evident that 
the financial problem produced by increasing the pension plan would have been 
staggering. When 1940 arrived the net return on fixed investments had fallen 
to 2.5 percent, so that $5,000, instead of buying a single-life annuity to produce 
$500 annually, would only have produced about $450 for 1 life or $300 for 2. 
Long before 1953 arrived, the inadequacy of the pension would have been appar- 
ent to all. Yet the cost of the pension during the second half of its funding 
period was six times what was originally planned. Thus, it is evident that 
the type of pension which provides a fixed sum annually would have failed to 
protect the worker even if greatly liberalized and at a cost to the company many 
times what it had anticipated. 

9 


Another and more expensive, contributory form of pension plan is frequently 
provided for teachers, clergy, doctors, and welfare workers. When it first came 
into vogue, about the time of World War I, it was supposed that an annual 
contribution of 7.5 percent of salary, if started when a man was in his twenties, 
would insure a capital fund sufficient on retirement for an adequate pension. 
Actual experience has already shown this to be inadequate even when the 
contribution was stepped up to 15 percent. Most of such plans today assume 
earnings of less than 3 percent, although one which is offered by a leading 
university close to Boston practically guarantees a 3.5-percent return and is based 
on an 11 pereent contribution. The prospectus of the plan shows how a full 
professor could expect to retire at 67 on a pension which, combined with social 
security, would provide roughly half salary for 2 lives. This appears to be 
adequate by today’s standards, provided there is no increase in the cost of 
living in the next 50 or 60 years. About two-thirds of this combined pension 
is supplied by the university’s scheme. 

Let us see how this same plan would have worked if initiated in 1900, and 
let us assume, since there was no social security in 1900, that the contribution 
was 15 percent instead of 11 percent. At the turn of the century the following 
university salary scale was common: 


Age Salary | Age Salary 
p> pt BSE aD es ele i Mi a i  * paee lin Se ae 3, 000 
TRE Bh cend en eee 1, 500! 67 esse eo a ___ Retires 


BR cscs gate 2, 250 


ae ee ee ee ~, 


The pension built up by this compensation would have been about $1,420 
annually for 2 lives, or just under 50 percent of the final salary. 

Conditions changed; teachers’ salaries went up, so did expenses; and when 
1940 came, the professor found he had actually lived by the following salary 
pattern: 


Year Age Salary Year Age Salary 
1900...... 27 $900 1930_ _. 57 $6, OO 
1910_.- dunes aa 37 1, 500 || 1940..._--- 67 
We ae os ac dds 47 3, 000 


1 Retires. 


This would have resulted in a pension for him and his wife of about $1,910. 
Although this was materially larger in dollars than he had anticipated, it was 
not adequate in 1940. Imagine the straits in which the poor professor would 
have found himself in 1953, unless the university decided to make supple- 
mentary grants. In other words, this plan too would have failed, but not as 
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dramatically as the industrial pension we studied earlier, for the simple reason 
that its cost was 3 or 4 times as much in relation to payroll. 

As the cost of living has mounted so rapidly in the last few years in this 
country—though far, far less than in most countries of the free world—more 
concern is at last being given to our pensions. A not infrequent provision is that 
a man shall have a percentage of the average of his final 10 years of salary. 
This is a helpful step but it is likely to be both expensive and disappointing. 
Had the prefessor whose salary and pension we have just studied had an 
agreement that he should retire on 40 percent of final salary for a 2-life pen- 
sion, he would have been entitled to $2,400. 

To provide for this in the last 15 years of his service would have necessi- 
tated an additional annual contribution of about $370, thus increasing the cost 
of the pension to about 22 percent of average salary. Few, if any, institutions 
have resources adequate to finance such an increase in pension costs; yet even 
bad this heroic remedy been undertaken, the total pension of $2,400 would 
have hardly proved adequate as the sole support of an elderly retired professor 
and his wife in 1953. 

Brief as this review has been, it leaves little doubt as to the three major 
weaknesses of present-day pension plans. The first is that they assume no re- 
sponsibility for widows—or if provision is made, it is at the cost of one-third of 
an already inadequate pension. The question, Why should a pension be ex- 
pected to support a widow? can best be answered by another: Why should 
wages or salary be expected to support a wife or family? The second is that 
these pension plans completely ignore the steady upward trend of real wages 
for manual workers due to greater productivity. The third fault is that an 
unvarying price level is anticipated, when economic history provides few in- 
stances of such stability and many of a sharply rising trend. The reader may 
well ask, Are all pension plans foredoomed to failure, despite periodic revision 
at ruinous expense? This is a serious question in view of the very large amounts 
of money currently going into pension plans, and it cannot be answered either 
reassuringly or categorically. However, it can be said that a plan can be de- 
vised today that would have worked successfully not only during the past half 
century of rising prices but also during the previous 30 years, when the price 
level failed to rise. The final section of this paper will describe it. 


3 


Two years ago I was asked to devise a pension plan whose assets were to be 
invested entirely in common stocks. It seemed to me an impossible task because, 
like everyone else, I had supposed that if a pension plan were to be valid it had 
to promise a certain dollar income at a future date, and I felt that only through 
fixed-income-bearing securities was it possible to guarantee a fixed number of 
dollars 30, 40, 50, or even 60 years hence. After studying the problem, I came to 
realize that a promise of a certain number of dollars half a century hence was 
meaningless as no one could tell what the dollar would buy. A study of the pur- 
chasing power of money over several centuries pointed to the conclusion that 
at the end of any half-century any currency was likely to buy less rather than 
more goods and services than at the start. A rapid review of the fate of pensions 
based on such famous currencies as the French franc, the German mark, and 
even the pound sterling, left me with the feeling that to believe there was any 
long-term security in the promise of a certain number of dollars required an 
unusual feat of optimism. 

Without the necessity to assure a fixed number of future dollars we are able 
to use an investment medium which will produce the maximum results for a 
given investment. The Cowles commission, composed largely of members of the 
faculty of the University of Chicago and financed by Alfred Cowles, found that 
the average annnal income of substantially all the industrial common stocks 
listed on the New York Stock Exchange was 6 percent from 1871 through 1938. 
It found also that during the same period the average annual appreciation was 
2.8 percent or a total annual average investment performance of 8.8 percent. 
Subsequent studies, although less complete, clearly indicate that the record has 
been even better from 1988 to 1953. 

Thus we have an investment medium which, over an 80-year period, had an 
average total investment performance of 9 percent. Assuming that the operat- 
ing costs of an actual fund were 1 percent per annum, we might expect to find 
an average accomplishment of an all-common-stock investment fund of about 8 
percent. As a matter of fact this is the case. The 3 oldest of the large invest- 
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ment trusts, each having assets in excess of $100 million, date back to 1925. All 
have been invested mainly or wholly in common stocks. Had $100 been invested 
annually in each of these funds since 1925, the least successful would have en- 
joyed an investment accomplishment of 8 percent per annum and the most suc- 
cessful better than 12 percent. 

It will be recalled that in the pension plan we studied earlier in this paper, 
3.5 and 4 percent net earnings were assumed. The following facts show the 
overwhelming advantage of a higher rate of return. One hundred dollars 
invested annual at 4 percent produces, over a 40-year period, $9,882, while 
at 7 percent it produces $21,360. If the $9,882 is used to buy a standard 
two-life annuity (man 65, wife 62), assuming 4 percent basic earnings, the 
annual payment will be only $660. Had the interest rate been 3 percent 
throughout, the annuity would have been but $472. If 7 percent is charged 
annually against the $21,360 which is invested in assets earning 7 percent, 
the average payment will be $1,495.20. Furthermore, if the basic earnings 
continue at that rate, the fund will not be reduced even though payments con- 
tinue indefinitely. So much for the theory on which a common-stock pension 
can be based. 

Everyone familiar with common stocks is aware of the wide fluctuations which 
occur in their price, and this might seem a bar to their use in a pension plan. 
Let us see, therefore, how the pension plans and pensioners we studied from 
1900 on would have actually fared had the annual contribution been invested 
and reinvested in the Cowles commission industrial common stocks, less 1 
percent for operating costs, up to 1929. From 1929 an actual well-known 
common-stock fund will be used as the investment vehicle. It was selected 
for two reasons: First, its results were almost identical with that of the Cowles 
commission series during the period in which they overlapped, 1929-38. Second, 
since 1938 its performance was in line with a general index of common stocks, 

It will be recalled that in the first plan we studied the company decided to 
place $20 annually per employee in a pension fund and thus produced an annual 
pension for 2 of $133—or would have if orthodox pension investments had 
earned + percent as late as 1940. Had the $20 been placed annualy in a common- 
stock fund such as we have described, a capital of about $3,960 would have 
been available by 1940. If this had been charged at the rate of 7 percent 
anuually, it would have provided average payments of $326, or 2% times the 
orthodox pension; and even in the worst year 1942, it would have paid $235, 
and this would have risen to $427 in 1952. Though not an adequate pension, 
it would have averaged larger than the expanded orthodox plan of $300 which 
we saw would have cost $120 annually during the last 20 years of the man’s 
employment as against the $20 per year of the common-stock plan. This is 
not the place to describe the mechanics of accumulation and payments, but 
thanks to modern mechanical bookkeeping the cost would be negligible. 

Now let us turn to the type of pension in which the pension contribution is a 
percentage of salary. We saw in the university plan that 15 percent might have 
been placed annually in a pension fund. 

Had 15 percent of compensation been put each year into the common-stock 
investment medium, the professor would have built up a capital of about 
$48,000, which would have provided an average retirement income of $3,959. 
The minimum in 1942 would have been $2,852, and by 1952 it would have 
climbed to $5,175, instead of the $1,910 which the university’s plan secured. 

Furthermore, in the case of both of these examples there would have been a 
relatively large block of capital on January 1, 1953. In the case of the worker's 
pension it would have been $6,268, and in the case of the professor about $75,900. 
It is reasonable to suppose that 10 years hence these would be at least the same 
size as at present, and very possibly considerably larger. 

Skeptics may argue that the period studied was selected to show either the 
maximum pension under the proposed plan or the maximum accumulation of 
capital. As a matter of fact, had these two common-stock pension plans been 
started any time after 1870, the pensioners would have enjoyed equal or larger 
average benefits, and the capital available on the death of the pensioners would 
have been about the same as was available in 1953. Only in the year 1932 would 
the pensions have gone below the 1942 minimum, and then by about 25 percent. 

In the case of a charity, it could be arranged to have the capital revert to the 
institution after the beneficiaries died. Imagine what a boon it would be for a 
university to receive something in the neighborhood of $50,000 to $75,000 on the 
death of a retired professor and his wife. 

We have seen that owing to the fact that pensions are normally figured on one 
life, though they actually should provide for two, they at best furnish only two- 
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thirds of the dollar benefit originally anticipated, and at worst leave the pension- 
er’s widow dependent on charity. The average rise in the cost of living since 
1900 has been 2 percent per annum. This creeping long-term inflation has made 
our present conventional pensions grossly inadequate by any reasonable standard. 
When common stocks are used the pensions average more than twice as large and 
the capital, as measured in dollars, on which they rest remains intact or grows, 
leaving large sums available either to the beneficiaries’ heirs or to the institution. 

What of the future? No man can answer this with assurance. For the pessi- 
mists the British experience is encouraging. Since World War I, British industry 
has endured nearly all the ills that might overtake business in the United States 
in the next half century. These include tragic unemployment, steady depletion 
of basic raw material reserves, ruinous taxation, total war, and Socialist 
government. Nevertheless, a study by the Economist of London showed that a 
representative list of industrial stocks in Great Britain turned in an average 
annual investment accomplishment of better than 8 percent during the period 
1919-53. If British business could obtain such a performance during the last 
third of a century, is it not possible that we in America may do as well in the 
next half century? Even if stock investment results drop to as little as 5 percent, 
if used in the manner described they will produce far better pensions than the 
standard plans and will accumulate a large amount of capital instead of using 
it up. 

It is heartening to know that practically every pension plan now in existence 
can be modified along the lines set forth in this article, to take advantage of the 
long-term benefits of common stocks. In view of the vast sums being spent by 
business and charitable institutions in pension plans, it is important not alone 
for the beneficiaries, but for the national economy, that the money be wisely 
used. Let us hope that those who control the use of these funds will have the 
courage and foresight to realize that unless pension plans are changed, they 
will be likely to prove as expensive, as wasteful, and as disappointing on a large 
seale in the future as they have on a small scale in the past. 


DraFTt A 
THe SEDGWICK PLAN FOR PENSIONS AND PROFIT-SHARINXG 
“The most generous and economical yet devised” 
FOREWORD 


This pamphlet describes the Sedgwick pension plan. It is divided into four 
parts and a postscript: 
Part I: Tells who should be interested in the plan and why. 
Part II: Compares its benefits with those of a typical present-day plan. 
2art III: Demonstrates why and how it will work for a pension or a 
profit-sharing plan. 
art IV: Shows how a Sedgwick and a standard plan would have worked 
in the past. (In preparation.) 
The postscript gives information about installing one. 
Exhibits: Comparison of actual and theoretical Sedgwick results. 


(Note.—This pamphlet is based on material appearing in two magazine ar- 
ticles: A New Pension Plan, Harvard Business Review, January 1953: and 
Pensions Could Be Better, Atlantic Monthly, June 1954, both by R. Minturn 
Sedgwick. ) 


PART I. WHO SHOULD BE INTERESTED 


If you manage a business or are a director or part owner of one, you should 
be interested in reading this pamphlet. It will show you how your company 
"an provide better pensions at less cost than any other way yet devised. Fur- 
thermore, it should avoid or minimize the necessity which has been so painfully 
evident in the past in all standard pension plans of periodic upward revision 
of contributions in order to provide more nearly adequate pensions. A good 
ilustration of this is the experience of two distinguished organizations, the 
Teachers Insurance & Annuity Association which carries the pension plans of 
many independent schools and colleges, and the chureh pension plan of the 
Protestant Episcopal Church, both of which now ask from once and a half to 
twice the contributions originally deemed adequate 25 years ago. 
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If you are employed by a concern which has or should have a retirement plan, 
you should be vitally interested in this pamphlet, particularly if you have more 
than 20 working years ahead. It will explain how, at no greater cost than 
under a standard plan, such as your company may have at present, you can 
reasonably look forward to a pension which will pay you and your wife 144 to 
3 times as much as a standard plan during your lifetime and you will be able 
to leave to your children a sum roughly 14 times your average annual pension. 
If you are interested in such advantages for yourself or for your company and 
your employees, it will repay you to read further. 


PART II. COMPARISON WITH STANDARD PLAN 


The simplest way for the average individual to appreciate the difference be- 
tween a Sedgwick plan and a standard plan is to see a table of the benefits 
which should accrue under both. Of course, there are an immense variety of 
standard plans, both insured and trustee. It is not practical in a phamphlet 
of this size to use more than one as a yardstick of comparison. 

It may well be that some standard plans give more generous benefits for the 
same contribution than that used in this study; there are others, and I believe 
an equal or larger number, that are less generous. The benefits of few, if any, 
standard plans will vary more than 20 percent above or below the figures in tables 
I and IT. 

Let us assume that 4 percent of wages or salary are set aside annually for 
pensions in a standard plan and a Sedgwich plan, and see what these con- 
tributions will produce in the way of benefits under various salary patterns 
for the two groups in both plans. The first group enters the plan at 25, table I, 
and the second at 35 years of age, table ITI. 

TABLE I 


| 
Salary | Salary 
| 


(B) 


ns a aa iis $2, : $3, 000 | $3, 000 
35 a4 ie | 3,! 4,000 | 3, 000 
45. bis : 4 3,2 6, 000 | 5, 000 
55.... jamttabcay ; - a 3,! 6, 000 | 20, 000 
65. = i Ss . adit 3,5 6, 000 20, 000 
Average Sedgwick pension (2 lives) - - ; iri 2, 323 | 3, 956 
Standard plan (2 lives) 5 573 801 , 623 
Average Sedgwick death benefit - ..____- : $23 ‘ 25, 33, 186 56, 510 
Standard plan death benefit ! ‘ : None None None 


Part of the death benefit might revert to the plan to lessen future contributions. 


TABLE II 


Salary | Salary 


(B) 


53, 500 $4, 000 $6, 000 

3, 500 6, 000 5, 000 

3, 500 6, 000 20, 000 

‘ Ls 3, 500 6, 000 20, 000 

4 verage Sedgwick pension (2 lives) -..-. . 991 1, 378 3,011 
Standara plan (2 lives) : 409 598 , 421 
Average Sedgwick death benefit_ __- 14, 150 19, 681 43, 006 
Standard plan death benefit __. Ls None None None 


EXPLANATORY NOTE.—The Sedgwick plan based wholly on common stocks does not promise a given 
number of dollars. This table shows the average annual payment which it would be reasonable for a 
pensioner to expect who had had | of the salary schedules shown in the 3 examples given above, assuming 
an amount equal to 4 percent of salary had been set asiae for his pension annually and earnings of 7 percent. 
Had a man been in a Sedgwick plan for 25 years any time during the last 80 years, his actual average benefits 
would have been about 30 percent larger than those shown. For a description of the Sedgwick plan see 
Pensions Could Be Better, Atlantic Monthly, June 1954. Copies available on request. In a depression 
the benefits would shrink, but in no case would the man have had an average pension smaller than that 
shown in this table and even in the worst year, 1932, the benefit would have been about once and a half as 
large as that from the standard plan. By way of comparison, the benefits from a standard plan are given, 
assuming the same contribution. As 88 percent of all men are married at 65, it is only realistic to compare 
benefits in terms of 2 lives. Were the retirement age changed from 65 to 68, the Sedgwick benefits would 
increase about 22 percent and the standard about 10 percent. 

In the case of a nonprofit institution, instead of a death benefit, the capital could revert to the institutions’ 
endowment fund. 
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It is at once evident that an individual will fare immeasurably better in a 
Sedgwick plan than in a standard plan, the advantage of the Sedgwick plan 
varying with the length of service and salary patterns. The reader having 
arrived at this point will wonder how it is possible to provide so much with 
relatively so little The next section will provide the answer. 


PART Ill. WHY IT WILL WORK 


The Cowles Commission found that from 1871 to 1938, the average annual yield 
of substantially all the industrial stocks listed on the New York Stock Exchange 
was 6 percent and that the average annual appreciation was 2.8 percent, or a 
total average anrual investment performance of 8.8 percent. Less elaborate 
studies clearly indicate the subsequent record has been substantially better. 
Thus we have an investment medium which for over 80 years has enjoyed an 
average investment performance of 9 percent annually. 

The operating costs of most mutual investment companies is about 1 percent 
or less. On the basis of the 80 years’ record of industrial common stocks, one 
would expect the investment performance of large investment trusts to be about 
9 percent gross and & percent net. The three oldest of the larger investment 
trusts, having combined assets in excess of $800 million, all date back to 1925. 
They have each been invested wholly or mainly in common stocks. Had $100 
been placed annuslly in each from 1925 to date, the least successful would have 
enjoyed an investment accomplishment of about 9 percent and the most success- 
ful better than 11 percent. Thus in actual practice, large funds invested over 
many years have performed in line with, or better than, our theoretical studies. 

What of the future? The skeptic will say America has enjoyed 80 years of 
unparalleled expansion in population and industrial development; the next half 
century may be very cifferent. For the pessimists, the British experience is 
encouraging. Since World War I, British industry has endured all or nearly all 
the ills that might overtake the United States in the next 50 vears. These include 
steady depletion of basic raw materials, meager population increase, ruinous 
taxation, tragic unemployment, total war and a Socialist government. Neverthe- 
less, the Economist of London found that a representative list of British indus- 
trial stocks turned in an average investment accomplishment of better than 9 
percent from January 1, 1919, to January 1, 1955. During the same period, owing 
to inflation the performance of French industrials was even better about 14 per- 
cent, measured in franes. Incidentally, there is good evidence to substantiate 
the claim the average investment accomplishment, measured in the local cur- 
rency, of industrial common stocks in most of the rest of the free world, since 
World War I, was as good or better, owing to inflation, than it was in America 
or Britain. 

In the Sedgwick plan, all contributions are invested immediately and con- 
tinuously in a broad list of common stocks. A well-managed investment trust is 
an ideal vehicle for the purpose. On the basis of this evidence, it seems reason- 
able to assume a net investment accomplishment of 7 percent in the future for 
such an investment program, and the figures for the Sedgwick plan benefits 
are based on that assumption. However, even if the actual results should drop 
to 5 percent, the Sedgwick plan would substantially outperform the standard 
plan. 

The only question left to be dealt with is in regard to the fluctuation in the 
stock market? The answer is simple, the annual benefits of a Sedgwick pension 
are so generous that even in a year like 1932, much the worst year on record, they 
would have been substantially larger than the standard benefits. 

The principle on which a Sedgwick plan operates is simple. It is assumed 
that the average earnings (cash dividends, plus appreciation) of the fund used 
as an investment vehicle will be 7 percent. Thus $300 contributed annually for 
an individual’s pension over a period of 35 years will amount to $44,373. As the 
average investment accomplishment should be 7 percent per annum, an average 
of $3,106 can be paid the beneficiary and his widow during their lifetimes with- 
out reducing the capital. On the death of the survivor, the principal should 
remain intact except for fluctuations in the stock market. 

Using the actual investment record of the Cowles Commission less 1 percent 
for expenses, from 1871 to 1929 as an investment medium, and an actual invest- 
ment trust* from 1929 to date, we find that an annual contribution of $300 in 





1The fund was selected because it had an almost identical record to the Cowles Com- 
mission, 1929-38. 
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the past would have generally produced a capital sum between $40,000 and 
$60,000 and an average pension between $3,500 and $4,400. 

Despite the fact that contributions are irregular in a profit-sharing plan, there 
is definitive evidence that the Sedgwick method of funding will work 95 percent 
as effectively for profit-sharing as it does for pensions. 


POSTSCRIPT 


The cost of installing and servicing a Sedgwick plan should be less rather than 
more than a standard plan; the mechanics can be virtually automatic. 

Fortunately, it is not difficult to switch from a standard to a Sedgwick plan, 
as it can be added as a supplement. Persons interested in learning more about 
it should write or telephone: R. Minturn Sedgwick, 10 Post Office Square, Boston 
9, Mass. 

There is no charge for consultation. There are on file in my office elaborate 
studies made under my direction by Marsh & McLennan, Inc., and the Economist 
of London to substantiate all the statements of fact made in this pamphlet. 


(Signed) R. MINTURN SEDGWICK. 
COMPARSION OF ACTUAL AND THEORETICAL SEDGWICK RESULTS 


The Sedgwick plan calls for a fixed contribution at regular intervals to an 
all-common stock fund. Column A on this table shows the investment results of 
$25 invested quarterly in an actual common-stock investment trust beginning at 
the peak of the bull market, July 1, 1929. This fund was selected because it 
appears to have performed about in line with industrial stocks in general. 
Column B shows the results that would have occurred had the investment ac- 
complishment been 7 percent, the rate which is used as a reasonable assumption 
in Sedgwick plan projections. Had an executive with a $10,000 salary and an 
8 percent contribution been in a Sedgwick plan using this fund for the last 251% 
years, he would have had $106,960 to his credit on January 1, 1955. 











A | B 
hii Ar tee es A he : 
! | 
; ._ | Investment | Total theo- | Investment 
meee | accomplish- retical | accomplish- 
up to July 1 | ment was at accumula- | ment was at 
rate of tion | rate of 
| Percent | Percent 
Pe itew sceiaensds Savlinubnsionscanacess aiveteniew $75 $107 |) 
Sind hase es tsi Scsrnentetat senniie 146 | 221 | | 
a eat ee arden ae ia teal ola abe ig hadley eae 105 |} 5 343 |} 
Petts dos cdceeb desde terdesaknedesiedscms | 459 | 475 || 
WN cc. ss wah teed steed Bele eS 588 615 || 
Dien vekesrtnieecet Geiss 3 tikten ee witens « 77 765 || 
sae adopted ig Alp ea PADI SOE 1, 163 | 925 || 
tend ot cc steal. Fick sadaccdatec sn eenet 1, 497 5 1, 097 | 
SN fei eet — assed OAs sh -0do ~~ | 1, 279 | 1, 281 | 
tees red nie Gliese sey wtovn edema anne amends | 1, 320 1, 478 | 
UC Se ee ate So eee 1, 426 | 1, 688 || 
ee ee ee 1, 615 | 1,914 || 
Beets Seaibn aah ties y eects sche ccnaiseipieieae oan 1, 630 |; 7.5 2, 155 7 
Sei drtiel <1..9016% & ocd ds alee Sond 2511 | 2 412 | 
Pe ei oe ek ae nee hee | 2, 856 | 2, 688 
i acatc oe surtebakiawiecssedsetcewresa hates 3, 536 2, 984 | 
MPU Regtdac kd dudeskddh ss Udac dsb adecsnedan saws 4, 554 | | 3, 299 
Si alets td 5-1 be Wise Ssks tide adssbiideee deen | 3, 953 6.7 | 3, 637 
1948. See ett esa ee ces aca ele 4, 478 | | 3, 999 
each asia anda aces ncn pperurate ande-ebanat 4, 214 4, 387 
re 8 a ee Soe es oa 5, 408 4, 800 
Miesctanee ce cache eeestie bebeiedb sed aertnacate dcdicsariain tienen | 6, 802 | 5, 243 
attain eeinhuncathinishSacnncbeeodidbmihcie 8, 223 10 | 5,717 
5 nadie ERIE : 8, 221 | 6, 224 
Beh het hiss SL Vara cb dadoen wis -atnes 10, 687 6, 768 
Jan, 1, 1955_-...-- odd aap ghisat beh ab nakt ods 13, 370 | | Seyenrorse ds Rhea aeai 
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Drarr B 
SEDGWICK PENSION PLAN BASIC TABLES 


EXPLANATION 
How money is invested 


1. To understand these tables the reader should be familiar with the Sedgwick 
plan. A simple example will best explain it. Let us assume an employee aged 
25 enters a Sedgwick plan and $100 is contributed annually for the next 40 years 
for his pension. This money is immediately invested in a broad list of common 
stocks, preferably entirely or mainly industrials. One or more well managed 
common stock investment trusts make a suitable vehicle. 


Why 7 percent assumption is conservative 


2. All dividends will be immediately reinvested, and it is assumed that the 
total average investment performance of the fund or funds used will be 7 percent. 
The Cowles Commission found that the annual average investment performance, 
income plus appreciation, of all the industrial common stocks listed on the New 
York Stock Exchange from 1871 to 1988 was 8.8 percent. Studies covering 1938 
to date indicate that subsequent results have been about 13 percent. Thus in 
this country there has been an 84-year record in the neighborhood of 91% percent. 
The three oldest of the large investment trusts in this country, which are either 
entirely or substantially invested in common stocks, have had similar or better 
results. Studies covering the last 36 years made by the Economist of London, 
in England and France, indicate results of about 914 percent and 14 percent 
respectively—the latter because of extreme inflation. It is, therefore, reasonable 
to assume an average accomplishment in the future of at least 7 percent in the 
United States of America. 





Chart A shows theoretical results 


3. Chart A at the end of this foreword shows exactly the benefits which will 
obtain if the investment performance is 7 percent and there are no market fluc- 
tuations. The top figure, $21,361, in the left-hand column is the total accumula- 
tion at the end of 40 years, assuming 7 percent earnings and $100 annual contri- 
bution. This capital will continue to earn 7 percent, or $1,495 indefinitely, 
which can be paid to the man and his widow until both are dead. The life 
expectancy of the survivor of a man 65 and wife 61 is about 25 years. Unlike a 
standard plan, all the beneficiaries of a Sedgwick plan can live to 100 without 
affecting the integrity of the plan. The next column applies to the man in the 
plan 35 years, the next the 30-year man, the next the 25-year man, and so forth. 


Charts I-X show actual results in past 80 years 


4. Charts I to X show what would actually have happened to men in the past, 
1874-1929, had their $100 Sedgwick plan contribution been invested in a fund 
having the same investment results as the Cowles Commission, less 1 percent 
annually for operating costs. From 1929 to date a well known common stock 
investment trust is used as its results and those of the Cowles Commission less 
the 1 percent were almost identical between 1929-38. Note the meager pension 
a standard plan would have produced. 


Past results better than future assumption 


5. The reader will be struck by how almost uniformly the average benefits 
shown in charts I to X outperformed the estimates based on 7 percent per- 
formance. It is generally believed we shall not see the market excesses of 
1929-32 repeated, but even if we do, it is evident that at the very worst the Sedg- 
wick plan greatly outperformed a standard plan. 


CHART A 


This chart shows what would have been accumulated if $100 were invested 
annually at a constant rate of 7 percent for a period of 40, 35, 30, 25, 20, 15, or 
10 years: 
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j 
Years in plan 
| 40 35 30 25 | 20 15 10 
——E ; — - | —| —____. 
Capital accumulation at $100 per year_____.-- $21, 361 |$14, 791 |$10, 107 | $6,768 | $4,387 | $2,689 | $1, 478 
Annual payments at 7 percent (years): | 
MG ins. Ohad bk AN SR. i 1,495 | 1,085} 707| 474 307 | 188 | 108 
Winsted gcsateen hater eiinlgdsa-adoloaaree --| 1,495 | 1,035 | 707 | 474 307 188 | 103 
ee ee See ee 1,495 | 1,035 | 707 | 474 | 307 | 188 | 103 
OG 185... 5. Cac cgdnssdcdbianes ---| 1,495 | 1,035 707; = 474 | 307 | 188 | 103 
OURS IS. 5c cab dbs Aiecena) dlangd 1,495 | 1,035 | 707 | 474 | 307 188 | 103 
OMS 52sec sa dlloe cada 1,495 | 1,035) 707} 474] 307| 188] 103 
,, ee ae ee eee 1,495 | 1,035 | 707 | 474 | 307 188 | 103 
ORS a... cui A=. sista bdlgisits adpa tl 1,495 | 1,035 707 | 474 307 | 188 | 103 
a EY SE Ee eS ee 1,495 | 1,035 707 | 474 307 | 188 | 103 
WE ini Bhp cas SSB aie el 1, 495 1, 035 707 474 | 307 | 188 | 103 
RN cic BOB ins Sdesaants nas doll 1,495 | 1,035 707 4741 307] 188} 103 
}) eee» es eae 1, 035 707 | 474 | 307 188 | 103 
pea A eee eee Oe Te ee 1, 495 1, 035 707 | 474 307 | 188 103 
Meee 8s 3. Wc once RES soak becidet 1,495 | 1,035 707} 474) 307 188 | 103 
eee eee snpdtcesecal 1, 495 1, 035 707 | 474 | 307 188 103 
WOE 6 Ss bint Sih cn ne pS 1, 495 1, 035 707 | 474 | 307 188 103 
Re lbs cc Soh nccn phates cde cnactl 1,495 | 1,035 707 | 474 307 | 188 | 103 
WR he eK § BBR ecg 1,495 | 1,035 707 | 474 | 307 | 188 | 103 
10: S59... 2D. 5-2 AB. Jetek. ip. Be. ee 707 | 474) 307] 188] 103 
See tides. 3 ns des nae 1, 495 1, 035 707 | 474 | 307 188 | 103 
BEG Abs annie den dc Rd svebseeaebeael 1, 495 1, 035 | 707 | 474 | 307 188 | 103 
, | 6 ES eee I ee eS ee 1, 495 1, 035 | 707 474 | 307 | 188 | 103 
Me tabi ais tice cnt eeebas sick. 1,495 | 1,035 | 707 474 | 307 | 188 | 103 
PON i ins SI oe wd rons dds dei 1,495 | 1,035 | 707 474 | 307 | 188 | 103 
SR ie «ob css jdbcn cy MR dada | 1,495 1, 035 707 | 474 | 307 188 103 
Average payment..._..................- .--| 1,495 | 1,035 | 707 474 | 307 188 103 
Capital, Ist day of 26th year_.._..__..._____- | 21,361 | 14,791 | 10, 107 | 6,768 | 4,387 | 2,689 1, 478 
Cuart I.—Date of retirement: Jan. 1, 1904 
Years in plan 
30 25 20 15 | 10 
es ——_ — | —- 
Capital accumulation at $100 per year_..........--.--.-------- $8, 108 | $5,572 | $3,646 | $2,237 | $1,330 
Annual payment: | | 
ng Oe REE ER NR SAE NS PRELE AE SES BA Se ae 568 390 255 157 | 93 
MI cist cada ashy cn ioeceninnaibenath needa ee ticeriamaninainiditinuee 767} 527 345 212 | 126 
ais cian bibdate denindtes Abcbut docket clbtewesmnebotene 859 590 | 386 237 141 
Bp ee ies a socicaidcndananncdousaen cid sable ai eiaiech neem 663 | 456) 208) 183 | 109 
Rea Ss eee < )  ee 634 | 436 285 | 175 104 
a ain pain ah Dla node dibinvint Makahsesdelbdng sate 820 564 | 369 226 | 135 
BOM Bb he wo 56d bencnk bbws sdn bb knceulatiun dun decsaess 797 548 358 | 220 | 131 
Mi 20s... cp ctl os i de A eee 743 511 | 334] 205) 122 
TO SE Ba ic bi icinke Dane dn babs on} Dene dp aedacdae 795 | 546 | 357 | 219 | 130 
190m bis... 3 28025 BER cswiniglp Mhed ab Singh coh oe 2 ae 696} 478| 313] 192] 114 
Be aS) = eee oe oo4ugkiiennuhebUnelceismdl poluieie saith 665 457 299 | 183 | 109 
FR Boda no nb atta nak stindes trblknisnd eibimcdel eit dnntees 752 | 517 338 207 | 123 
WO adda sang seth cn chiles age letunscp denen cepted adnes 921 | 633 | 414 254 | 151 
| i SE 2 ee eee ey eee Oe eS ee ee 850 | 5 382 235 139 
eS ee a eS) eee. ee | 7 539 353 216 | 129 
ge a ee oe ee RS TOS | 987 678 | 444 272 162 
6 a Dabs aedile savdabQials deli cisgen items tlee dint inten toy 868 | 597 | 390 239 142 
| RRA ETT eae ee hn aptilheghn aCe berbik ss 663} 456) 208/ 183 | 109 
Ee eee <a See ek ee ee) 807 | 555 363 223 | 132 
SE See oe 2 ee See ve ee eS iS 446 dada cee | 804 553 | 362 | 222 | 132 
ee a ee wdattbwl atin dbenin shad 819 563 | 368 | 226 | 134 
BN Baa sk 5 en 3 dU Rint bel ce: ea dasekee 1, 004 690 451 277 | 165 
I atlas sb ain cin een sre babe ws 3b kein ceeds 1, 097 754 | 493 303 | 180 
el 8 bh ic oh Stan ccdalbhwacs sdednnateddsadcbants 1, 257 | 864 | 565 | 347 206 
1928... -. pete Giasniudieccac tdthiagh sce tadadcsee 1, 57 1, 080 | 706 433 | 258 
Payments: 
Actual average... ...-........... Ebbd atc ciind~aSee 848 | 583 | 381 234 139 
Theoretical, assuming 7 percent investment results_-_____- 707 | 474 | 307 188 103 
Standard pension, 2 lives (65-61)_.................._-- oaed 258 | 198 | 146 101 61 
Capital: 
Actual remaining Jan. 1, 1929..............................] 26.694 | 18, 345 | 12,004 | 7, 365 4, 37 
Theoretical, assuming 7 percent investment results. .......| 10,107 | 6,678 | 4,387 | 2,689} 1,478 
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CHART II.—Date of retirement: Jan. 1, 1909 



























































Years in plan 
I | } 
35 30 2% | 2 15 | 10 
| “> 
Capital accumulation at $100 per year_...........-..-- \$17, 661 |$12, 373 | $8,357 | $5,419 | $3,527 | $1,722 
Annual payment: | 
Wah os nnn Matha ncnnbbbeinscibavesvcsdueeaciqous 1, 236 866 585 379 247 121 
PNG ic cic dada ccdabdboes wate mectsndbbadenacie 1, 201 841 568 369 240 117 
8 Aree AR owe cobbhndecraldbecnghipbhunnaelll 1, 120 785 530 344 224 109 
PEt bh cnn andath o<ocobsbe nhs salt onsah Sieben ---| 1,199 840 567 368 239 117 
3058. in... antdbbiccede oboe surctbicecaeebwee dake 1, 050 736 497 322 210 102 
PONG, Bien cis ewan sebatotinanteinoce pdbbiees note 1, 003 703 475 308 | 200 98 
MOTB on 50 nnn nodded e Geeceseolcs poole we 1, 134 794 537 348 226 111 
2 ee ae ee es Pee pddelwn aout 1, 388 72 657 426 | 77 135 
Bi big cee ebeoncsubte eucnsetbbucsehel Seda | 1,280 897 606 | 393 256 125 
WRB Sin. 0 ow ees dass cb cccdbdubidee dale 1, 181 827 559 362 236 115 
ER ae er eee > ee } 1,488} 1,042 704 457 | 297 145 
8 ae re SEE: | eee wdibdiatancaile 1, 308 916 619 401 261 128 
PO Llp ces sbi ocesctbbeccccanebessubsebee dene | 999 700 473 | 307 | 200 | 97 
RES, oan Shs ne dst icc sabdecn csp deencaste | 1,216 852 575 | 373 243 119 
NOUR EE oo nt hd no gn tkbsswcgebencs ~osdaiihen ----| 1,212 849 574 | 72 | 242 118 
TM nonin pls dc ocindadnnen set ematenicditiol «teh 1,285 865 584 | 370 247 120 
Ae pe benanuntutocwe$—bdsasudéhdembeceaeee 1,513 | 1,060 716 464 302 148 
PO db ab cae np Ss nnsde hace opceds. <a ee eee 1,653 | 1,158 782 | 507 330 | 161 
NORTE, cisid sn linc 5 ce BO Re es fn cn dR |} 1,896] 1,328 897 | 582 379 185 
RO Joa co nuk cdeensndededoacatnieen cen tedkbensaen 2, 368 1, 659 1,121 727 472 | 231 
1929. __. eS $3}...5.6 000.2 2.2 Se 2,817 | 1,974| 1,333 | 864 563 * 275 
UR Ae... conse. 0 Gb. EE eae 1,860 | 1,303 | 880 | 571 371 | 181 
i a a aVdnnaabncdnbduscate } 1,179 | $26 558 | 362 | 235 | 115 
M008. Be. Sake seit ellen abe Rine nna phe diana Ob } 597 418 282) 183 119 58 
Se an onc eee slats ancngeeeece Li ee AE | 753 528 356 231 150 | 73 
Payments: | | 
Actual average... -- 1, 355 950 641 | 416 271 132 
Theoretical, assuming 7 percent investment results _| 1,035 707 | 474 | 307 188 | 103 
Standard pension, 2 lives (65-61) ...........-...-- | 325 258 198 146 | 101 61 
Capital: | 
Actual remaining Jan. i, 19O6- .. cecesccocec esis | 13,888 | 9,730 | 6,572} 4, 261 2, 774 1, 354 
Theoretical, assuming 7 per cent investment ees 14,791 | 10,107 | 6,768 | 4,387 | 2,689 1, 478 
Cuart III.—Date of retirement: Jan. 1, 1914 
I i | 40 35 30 25 20 15 10 
Capital accumulation at $100 per year-----.-- $21,216 | $15,025 | $10,324 | $6,885 | $4,669 | $2,556 | $1,422 
Annual payment: | 
MRE DN. os. nt Sibu nnn 4 Dik annopMibicneduns $1, 485 | $1,052 $723 $482 $327 $179 $100 
BE fee... 5 Oba o ak etd eweap dee ~dcdues 1,679 | 1,189 817 545 369 202 113 
SOUE tevin Sak... ee. Ea. 2,055 | 1,455 | 1,000 667 452 248 138 
NOT Tie. gh POU cn oul Matennea Seema aioe | 1,896 | 1,343 923 615 417 228 127 
BONE Stew ada dhinsinn net edsonensieneunees 1,749 | 1,239 851 568 385 211 117 
TOU Atos ...4.0ku-- Cee cn ib cnsaeee 2,203 | 1,560 1,072 715 485 265 148 
NO 2c be RS eR a ea eed 1,937 | 1,372 943 629 426 233 | 130 
SUD Fieve nec Bek cn bien ospbiuevniaddied 1,480 | 1,048 720 480 326 178 99 
Bee on. | Eid annnchalttleacdcniloonawen 1,800 | 1,275 876 584 396 217 121 
MP sigan. does bans. nc tats ccc dteee ceed 1, 794 1, 270 873 582 395 216 120 
NY aaa Sa aaa aps Se 1,829} 1,205} s00| 504) 403) 220 | 123 
BOE. Pbe cc odokbbwencéceuesnabaieecseeee 2,240 | 1,586) 1,090 727 493 27 150 
Pe reg cUR is its cel ck ceed 2,447 | 1,733 | 1,191 794 539 295 164 
BE bin cnanghte casndtu>sccsnhttpeennnhe 2, 807 1,988 | 1,366 911 618 338 | 188 
WIG, fav an dab enc st thes ash peekacune 3,507 | 2,484} 1,707} 1,138 772 423 235 
|, SP eS Ey 4,171 2,954 | 2,030] 1,354 918 502 280 
REDD. Fabs ode Fe dsc uw debian ide gaeeaeh 2, 753 1, 950 1, 340 893 606 332 185 
1931 ‘ 4 npabibeceupdbinteedibe 1, 745 1, 236 849 566 384 210 117 
1932 RS TR 885 627 431 287 195 107 | 59 
1933 _-- ‘ pancnedeeen eae } 1,115 | 7 543 362 245 134 75 
1934_-_- 5 SSSe warned woauael eee 1,019 | 700 467 317 173 96 
1935. -- 4 3 Vcarensafndel” See. ce | 719 480 325 178 99 
1936__ .- ~onadidie pbbtnencauect ee 1,347 926 617 419 229 127 
1937 -cebipetuds«neiwii>eecddadiduccdsps 2,138 | 1,514 1, 040 694 471 258 143 
1938 as a ee ee 1,417 | 1,004 690 460 312 171 95 
Payments: | 
Actual average O0_ Jy 1,998 | 1,415 972 648 440 241 134 
Theoretical, assuming 7 percent invest- | 
NMR Se ee | 1,495 1,035 707 | 474 307 188 103 
Standard pension, 2 lives (65- a4 402 | 325 258 198 146 101 61 
Capital: | 
Actual remaining Jan. 1, 1939 wie 25,614 | 18,140 | 12, 464 8,312 | 5,637} 3,086 1, 717 
Theoretical, assuming 7 percent invest- | | 
SS HE iickinitacndsdecvabenneks 21,361 | 14,791 | 10,107 | 6,768 | 4,387 | 2,689 1, 478 
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CHart IV.—Date of retirement: Jan. 1, 1919 
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as = = me Ss = 
EOI TO le at uate Aeacilse tai ees | 40 alee ee ee fom 10 
Capital accumulation at $100 per year __..___.|/$32, 952 |$22, 889 |$15, 529 /$10,787 | $6,265 | $3,838 | $1,950 
—— —- ——- —— + — + —_— —- —_— | —_—|— — +o — ee 
Annual payment: | | 
RR Be nn | $2,307 | $1,602 | $1,087 | $755 | $439 | $269 $137 
WOE b het as ube cos to deensanckaesoake 2,028 | 1,409 | 956 | 664 | 386 | 236 | 120 
1921__ ne a. le 1,549} 1,076| 730| 507) 205] 181 | 92 
WO ipo ode candin ena deetieans on 1,885 | 1,309; 888) 617| 350) 220 112 
1923_- . jn2 = 7 1,879 | 1,305 | 885 615| 357] 219 lll 
1924 a --| 1,915 | 1,330 | 902 | 627 | 364 223 113 
Ish sat nen genes w---ae-eer------] 2,346] 1,630] 1,106| 768] 446/ 273; 189 
elect o¢:Apeone nein ccaahe dl eet 2,562 | 1,780] 1,207; 839) 487| 208) 152 
OE ee he a kick eos ae 2,939 | 2,041; 1,385; 962!) 550] 342} 174 
Wel ee ee __.| 3,672 | 2.551 | 1,730} 1,202 698 428 | 217 
1G Se se ot see ae | 4,368 | 3,034 | 2,058 | 1,430 | 830 509 258 
—...... F 2, 884 2,003! 1.359 | 944 548 336/171 
WS no 5. do sen ech cdc encase 1,827 |. 1,260} 861 | 598 347 213 | 108 
Wee ; 926; 643 | 436 303 | 176 108 | 55 
ae con ---| 1,168| S811/ 550 382 | 222 | 136 69 
1934._.--- os : | 1.4221 938} 670| 465} 2701 166 84 
SO endo oan eke. --| 1,548} 1,075 | 730) 507) 294) 120 | 92 
OS Re ee PF 1,992 | 1,384 939} 652} 379} 232) 118 
wai... td | 2239 / 15555} 1,055; 733| 426| 261) 132 
1938_____- thee a ec a i 1,484] 1,031} 699! 486| 282 173 | 88 
1 aS 4 owas . 1,573 | 1,093 | 741 515 299 183 93 
ee nS eae cee _.-| 1,531} 1,063 722} 501}; 291 178 | 9} 
ee eee wa a 1, 385 962 | 653 453 | 263 161 | 82 
— tae | 1, 223 850| 576! 400} 233 142 72 
Wh cnet ces Sey cee 1,528 | 1,061 720; 500; 291 178 90 
Payments: | | | | 
Actual average_. ee | | 2,007} 1,304 946 | 657/ 382| 234| 119 
Theoretical, assuming 7 percent invest- | | 
ment Yrenits >... 7 Bie’ ----| 1,495 | 1,085 707 474| 307] 188 | 103 
Standard pension, 2 lives (65-61) 7 402; 325 258} 198 | 146 101 | 61 
Capital: 
Actual remaining Jan. 1, 1944______- -| 23, 160 16, 087 | 10,914 7,582 4,403 2,698 1, 371 
Theoretical, assuming 7 percent. invest- | 
ment results........-........-.---.---- 21,361 | 14,791 | 10,107 | 6,768 | 4, 387 | 2,689 1,478 
| | I | 
Cuart V.—Date of retirement: Jan. 1, 1924 
es 7% a 7 "7 | ae 
Ome a hse netdnsnten theese cere 40 35 | | 6 | 10 
Capital accumulation at $100 per year________|$28, 039 /$19, 225 ss, 346 $8 130 | | 5, 294 | $2, 963 $1, 578 
Annual payment: | | 
Me $ ot... ta2t- sparen cckamese anaes $1, 963 | $1,346 $948 | $569) $366| $207; $110 
(a Se SR AT Pe ee 1,162 | 697 448 | 254 | 135 
1926 _- aunt. ES diac es aa 2,627 | 1,801 | 1,269 | 762 489 | 278 148 
SORES eS. Oe oe FE -.0 ---| 3,013 | 2,066 | 1,456} 874 | 56b| 318 | 170 
1928___ : LS :)  8:  Se 3,764 | 2,581 | 1,818 | 1,091 701; 398 | 212 
10S BCS 2 Te Pa oo a 4,478 | 3,070} 2,163 | 1,208) 834} 473) 252 
6b Senne--3-pinncenbdanpesoquth ME’ OME-t 3 ae 1 OS] -~ 688-1 --- gees 166 
TR Se os ; tabteteeseaagh Ieee Bae 905! 543! 349} 198 | 105 
TOURS FEE LR Re eae 949 651 459 | 275} 177 100 | 53 
008 F355! 5S a Oe ek ee a 1, 197 821 578 347 223 126 67 
1934_____- nneat Seca datte sna eins cudes 1,545 | 1,059 746 | 448) 288| 163 | 87 
1935_.__- med aa ; , 1,587 | 1,088 766 460 296 | 168 89 
1000 Se 528. bE on. scnthte ahdkel 2,042 | 1,400 986 | 592) 380| 216 115 
NON bt nnd ede cedentececalaeoseaen 2,294 | 1,573 | 1, 108 | 665 | 427 | 242 | 129 
Wohin di Sete ccal ei ho seu | 1,521 | 1,043 735 | 441 2 161 | 86 
wee Ss $6 sanecaaie 1,924 | 1,319 | 930 | 558 | 358 | 203 | 108 
1940 a ; ; ES 1,886 | 1,293 | 911 | 547 351 | 199 106 
1941____ . es ---| 1,706} 1,170 824 495 318} 180 | 96 
1942.___. , $e wc mahi deta nickle 1,496 | 1,026 723; 434) 279) 158 84 
1943 on om ..-| 1,869| 1,281} 903 542} 348 198 | 105 
1944. eURIee nad ~-oisaa'..-2) 3,088") 2,260 958 | 575} 369 210 112 
1945__- ” ; a .-| 2,214} 1,518] 1,070 642 412 234 | 125 
1946_- d ..| 2,475 |} 1,697} 1,196 | 718 | 461 262 | 139 
1947__ nage cobs --| 2,130} 1,460] 1,029! 618| 307! 225) 120 
1948 | 2,054] 1,408 | 992] 596 383} 217) 116 
Payments: 
Actual average. 2, 158 1,480 | 1,043 626 402 228 | 121 
Theoretical, assuming 7 pereent invest- | } | 
OR i ah i Sie 1,495 | 1,035 707 | 474 | 307 | 188 | 103 
Standard pension, 2 lives (65-61).._._____ | 402/ 825/258 | 198 | 146 | 101 61 
Capital | | 
Actual remaining Jan. 1, 1949.____ .| 27,371 | 18,767 | 13,223} 7,936| 5,100! 2892/ 1,540 
Theoretical], assuming 7 percent invest- | | | 
ment results__._-_- ; 1,478 


--------------| 21,361 | 14,791 | 10,107 | 6,768 | 4,387) 2,689 
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CHART VI.—Date of retirement: Jan. 1, 1929 




































































| | ] ] | 1 
i isc dp =-dtiosbiccenn’ 40 | 35 30 | 2 | 20 15 10 
Capital accumulation at $100 per year $63, 237 |$44, 872 \s27, 361 |$17, 964 |$10, 653 | $6, 175 | $3, 101 
eS =— a —_——,_-———— acme i eaten Pr a 
Annual payment: | | 
1929 $4, 586 | $3,254 | $1,984 | $1, 303 | $772 $448 $225 
1930-_ _- 2, 975 2,111 1, 287 845 | 501 290 146 
1931 1, 885 1, 338 816 536 | 318 184 92 
1932 956 678 414) 272) 161 93 | 47 
1933 1, 205 | 855 521 | 342 | 203 118 59 
1934___. 1,555 | 1, 1038 673 | 442 262 152 76 
1935. . 1, 597 1, 133 691 454 269 | 156 7 
1936__ _- 2, 054 1, 458 889 | 584 | 346 | 201 101 
1937 _ - 2, 309 1, 638 999 | 656 | 389 225 113 
1938 1, 530 1, 086 | 662 | 435 258 149 75 
1939 1, 622 1, 151 702 | 461 273 158 80 
1940 1, 579 1, 120 | 683 449 | 266 154 | 77 
1941 1,423} 1,013| 618| 406| 241| 139 | 70 
1942 1, 253 889 542 | 356 | 211 | 122 61 
1943 1, 565 1,110 677 | 445 264 153 77 
BE Ethan nai aen.<<dahihsadesiiinedelbed 1, 660 1, 178 718 | 72 | 230 162 | 81 
SOAs tegie 1,853 | 1,315 802 526 312 | 181 91 
Siddha cnsin-dheo= adelaide esb-ablinecetien 2,072 | 1,470 896 | 589 349 | 202 | 102 
re 1, 782 1, 264 771 | 506 | 300 174 7 
_ 2S DER RE 1,719 1, 220 | 744 | 488 290 | 168 84 
AE citi cot sin eieiiina 1, 603 1, 137 694 | 455 270 157 | 7g 
_ a re ee ee 1, 835 1, 302 794 521 309 179 | 90 
NO Bt he nin aig mon deahbnnnn tuple nseed 2,118 | 1,503 916) 602) 357; 207 104 
ea 2, 274 1,614 984 646 | 383 222 | 112 
1953 2, 191 1, 555 | 948 | 622 369 | 214 107 
Payments: 
SE ee ee ee 1,888 | 1,340} 817 537 | 318] 184 93 
Theoretical, assuming 7 Percent 1 invest- | | | | 
ment results 1, 495 1, 035 707 | 474 | 7 188 | 103 
é Standard pension, 2 lives (65-61)_..-_-._- 402 325 258; 198] 146 101 61 
apital: 
Actual remaining Jan. 1, 1954...... 35, 031 | 24,857 | 15,157 | 9,951 | 5,901 3, 421 1,718 
Theoretical, assuming 7 percent invest- 
eae ee eee oe 21,361 | 14,791 | 10,107 6, 768 4, 387 2, 689 1, 478 
CuHart VII.—Date of retirement: Jan. 1, 1934 
a ak Saal seat - ss 
Years in plan- bse lincoln. tots Mller ots oval sda 35 30 25 20 15 10 
Capes accumulation at $100 per year_-__...-- \go2, eon isi4 066 | $9,437 | $5,836 | $3,630 | $2,116 | $1,117 
Annual payment: 
SSS ee ee ee $1,520 | $942 $632 $391 $243 $142 $75 
SE nS e no nh ihe awn caGbleo ~cbdikvekeall 1, 656 1, 026 689 426 265 154 81 
___ OE ea a ae ar ee 2, 130 1, 321 886 548 341 199 105 
1937... * 2, 395 1, 484 996 616 383 223 118 
1938... - ooh 1, 587 984 660 | 408 | 254 148 7 
1939___.- die 1, 683 1, 043 700 433 | 269 157 | 83 
NE IN sss chine ws aBhtouenneitiie dee ped 1, 637 1, 015 681 421 262 | 153 81 
1941 1, 481 918 616 381| 27] 138 73 
SS tebin node ideowesatthacsckdiiibecadad 1, 299 805 540 334 | 208 | 121 64 
DUN ahh screen «<s<Shi m 1, 623 1, 006 675 417 260 151 | 80 
Ne iin cle tlinas a4 atthe 1, 721 1, 067 716 443 275 161 85 
1945. ___. 1, 921 1, 191 799 | 494 307 17 95 
een e 2, 148 1, 332 893 | 553 344 200 | 106 
1947_._.-. 7 --| 1,848 1, 145 768 475 296 172 91 
I ccithb diate DM wo ceukhhvcunsell 1, 782 1, 105 741 458 285 166 8&8 
Dib tscncccttin nant citioeuntddliiipca sitet 1, 662 1, 030 691 427 | 266 155 82 
ibn dissivicnneditn ad 1, 903 1, 180 791 489 | 304 | 177 94 
Bish tNebiccndudibincackebitlecon chal 2, 196 1, 361 | 913 565 351 | 205 108 
Be bitin nodudiinna<cnbiibooassdiiions eel 2, 358 1, 462 | 981 | 606 | 377 | 220 116 
1953 __ _. R 2, 272 1, 408 945 | 584 | 363 | 212 | 112 
(eR ae ie 2,542 | 1,576 | 1,057 654) 407 237 | 125 
Payments: | 
Actual average... _- ojedidbiees .-| 1,874 1, 162 7380 482 | 300 | 175 92 
Theoretical, assuming 7 percent invest- | | 
RE IEE sik. «6 a5 cnt «os 0 boc cane 1, 495 1, 035 | 707 | 474 | 307 188 | 103 
Standard pension, 2 lives ig, | RP RED 402 325 258 198 146 101 61 
Capital | | 
ae remaining Jan. 1, 1955_............| 45,419 | 28,154 | 18,889 | 11,681 | 7, 266 | 4, 235 2, 236 
Theoretical, assuming 7 — invest- | | | 
SRR MOND aia. Sais sath bn oc rd -~- aoe | 21,361 | 14,791 | 10,107 | 6,768 | 4,387 |} 2,689) 1,47 
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CHart VIII.—Date ne retirement: Jan. 1, 1939 




















| 
WOeto te, Weak och isa 550 bd5 5 esc Bsc. S:. ; 40 | 35 | 30 | 2% | 20 15 | 
Capital accumulation at $100 per year /$19, 812 $13, 461 | $8, 520 $5, 494 $3, 417 $2,045 | $1,321 
= __| ad. 2. eta s 
Annual payment: | 
an P | $1, 512 | $1, 028 $650 | $419 $261 | $156 $101 
1940 } 1,483 1, 008 638 | 4il | 256 | 153 | 99 
1941. 1, 342 912 | 577 | 372 231 |} 138 8&9 
1942. _ 1,177 799 | 506 | 326 | 203 | 121 78 
1943 | 1,470 999} 632) 408; 253] 152 Os 
1944 1,559 | 1,059 670 | 432 | 269 161 LO+ 
1945 1, 740 1, 183 748 483 300 180 116 
1946 | 1,946} 1,322 837; 540| 336; QW} 130 
1947 __ . --.-| 1,674 1, 137 | 720 | 464 | 289 | 173 112 
1948 | 1,614 | 1,097 694 448} 278| 167 108 
1949 , she cine peo asieatdl 1,506 | 1,023 | 648 418 | 260 | 155 100 
1950 1,724 | 1,171 741 | 478 | 297 | 178 115 
1951 ; 1,989 1, 352 | 856 | 552 343 | 205 133 
1952 2, 136 1, 451 | 919 592 358 221 142 
1953 2, 059 1, 399 885 571 | 355 | 213 137 
1954 | 2,304 1, 565 991 639 397 238 154 
Payments: | 
Actual average. __. | 1,702] 1,157 | 732 472| 204 176 114 
Theoretical, assuming 7 pe reent invest- | | | 
ment results_... |} 1,495 |} 1,035 707 | 474 | 307 | 188 | 103 
ees pension, 2 lives (65-61) ____- | 402 325. 258 | 198 | 146 | 101 61 
Capital: | 
Actual remaining, Jan. 1, 1955___- 41, 156 27,963 | 17,699 | 11,413 | 7,098 4, 248 2, 744 
Theoretical, assuming 7 percent invest- | | 
ment results_.... ; ms 21, 361 | 14,791 | 10,107 | 6,768 | 4,387 | 2, 689 1, 478 
1 j 
CHart IX.—Date oF retirement: Jan. 1, 1944 
| | 1 | 
Years ip BOB vce. cary col dbt-4c-- 23-11 40, Lis 88 7 Biyehy: Mok 120 15 10 
Capital accumulation, at $100 per year. _- \$22, 701 |$14, 624 | $9,677 | $6,282 | $4,040 | $2, 856 $1, 536 
| | } } | 
Annual payment: | | 
1944 | $1,621 | $1,044 $691 $449 $288 $204 $110 
1945 |} 1,810 1, 166 772 501 322 228 122 
1946 . 2,024 | 1,304 | 863 | 560 360 255 137 
1947 ; 1,741 | 1,122 | 742 | 482 310 219 118 
1948 | 1,679 1,082 | 716 465 299 211 il4 
1949 1,566 | 1,009 | 668 433 279 197 106 
1950 eilucn. lofi a, 2OBeierd, 288 Th) 708 496 319 | 226 121 
1951 ‘ ‘ 2,069 | 1,333 | 882 573 368 200 140 
1952 2,222; 1,431 | 947 | 715 | 395 | 280 150 
1953 |} 2,141 | 1,379 | 913 592 | 381 269 145 
1954 ; : < | 2,396 1,544} 1,021 | 663 | 426 | 301 162 
Payments: } } | } } 
Actual average. | 1,915 | 1,234 816 530 341 241 130 
Theoretical, assuming 7 percent invest- | 
ment results___. --------| 1,495 | 1,085] 707} 474| 307) 188 103 
c Sranaaan pension, 2 lives (65-61)... _- 402 | 325 | 258 198 | 146 | 101 61 
Yapital: 
Actual remaining Jan. 1, 1955_____ | 42,796 | 27,569 | 18,243 | 11,843 7,616 | 5, 384 2, 896 
Theoretical, assuming 7 percent invest- | | 
ment results__._ ---| 21, 361 | 14,791 | 10,107 | 6,768 | 4,387 2, 689 1, 478 


Cuart X.—Date of retirement: Jan. 1, 1949 











ee ee —_— 40 35 | 2 4 25 20 | 10 
Capital accumulation at $100 per year.____- _|$19, 451 $13,046 | $8,650 | $5,748 | $4,214 | $2,505 41, 419 
Annual payene nt: 
1949 ‘ on . ani --| $1,373 | $921 $611 $406 $297 | $177 $100 
1950___- anda a“ : nie 1,572 1,054 699 465 | 341 202 115 
OE so nits = . . : 1,814; 1,217 807 | 536 393 234 132 
1962. .... pave Gominbade hate keane | 1,948 1, 307 866 576 422 251 142 
ye ee a RS 1,877 1, 259 835 555 407 242 137 
1954 bdnadens : : 2,100 | 1,408 934 621 455 270 153 
Payments: 
Actual average. --_- ------| 1,781} 1,104 | 792 | 526 386 | 229 130 
Theoretical, assuming 7-percent invest- 
ment results--.-- c-canee-| 1,406 | 1,005 707 | 474 307 188 103 
Standard pension, 2 lives (65-61) _._.__. 402; 325/ 258) 198] 146| 101 61 
Capital: 
Actual remaining Jan. 1, 1955..._..._..___| 37,522 | 25, 166 | | 16,686 | 11,088 | 8,129 4,832 2, 737 


Theoretical, assuming 7-percent invest- | 
Mapint PemUNO i 256 isto ius. 1 2k | 21, 361 | 14, 791 | 10, 107 


6,768 | 4,387 | 2,680 | 1,478 
| 
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The Cuarmman. The Chair understands that we have completed 
the call of the calendar, and the public hearings will now close. Any 
persons desiring to do so, may submit written statements for the 
record up to Friday of this week. 

Mr. Keocu. Mr. Chairman, you were kind enough to permit me at 
the opening of these hearings to express my personal appreciation 
to you and the members of the committee for having arranged for 
these days. May I conclude these public hearings with the same ex- 


pression of appreciation to you and to the other members of the 
committee. 


The Cuarrman. Thank you very much. 
The committee will now stand adjourned, subject to the call of the 
Chair. 


(The following material was submitted for the record :) 


SouTHERN CALIFORNIA PERMANENTE MEpICcAL Group, 
Los Angeles, Calif., July 1, 1955. 
Hon. Congressman JERE COooPER, 
Chairman of the Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DeaR CONGRESSMAN Cooper: As the members of the Southern California Per- 
manente Medical Group, we are writing to call your attention to H. R. 10, intro- 
duced by Congressman Keogh, which provides for tax benefits for retirement 
plans for self-employed and pensionless unemployed persons, similar to those 
benefits presently provided to employees under qualified pension plans. We 
understand that the bill is presently being considered by the Ways and Means 
Committee. You may recall that bills similar to H. R. 10 have been introduced 
in several of the preceding sessions of Congress, and there has been considerable 
support expressed for the enaetment of such legislation. 

We are very concerned with the substantial discrimination against self- 
employed and pensionless employed persons over employed persons with respect 
to the tax treatment of retirement plans. Under present law Congress has pro- 
vided that under certain qualified employees’ pension plans the employer con- 
tributions to the plan will not be presently taxable to the employee. This has 
resulted in corporations providing substantial pensions to their employees and 
executives which are presently tax free, whereas professional men who are self- 
employed do not enjoy this advantage and must provide for their own retirement 
out of dollars which are already taxed at high brackets. 

We feel that this inequity, aside from its elemental unfairness, is also highly 
detrimental to the public interest by creating a growing tendency for persons to 
take employment with corporations in order to obtain the benefits of security 
offered by the corporations, all of which results in the destruction of considerable 
individual initiative and independence in the professions. It does not seem to 
us that the loss of revenue to the Treasury Department should be a conclusive 
objection to the correction of this great inequity. 

Our group is a partnership and includes approximately 150 doctors in southern 
California. We can assure you of the difficulties in accumulating an adequate 
retirement fund. Aside from our personal interest in this bill, we believe that the 
public in general would favor the encouragement of self-employment and the 
correction of this inequity. 

Sincerely, 
RayMonpD M. Kay, M. D., 
Medical Director. 


KAISER FoUNDATION HEALTH PLAN, 
Oakland, Calif., July 5, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Cooper: This letter is to express my deep interest in the 
enactment of the principles embodied in the Jenkins-Keogh bills (H. R. 9 and 10) 
which are presently before your committee. 

The Kaiser Foundation Health Plan, of which I am executive director, operates 
a prepaid medical and hospitalization plan in various metropolitan centers on 





ie | 
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the Pacific coast. It is one of the largest and most successful of such under- 
takings, providing comprehensive medical and hospital service to approximately 
500,000 subscribers through some 42 hospital and medical center facilities. 
Approximately 500 physicians are presently associated with the operation of the 
health plan serving its members on a full-time basis. 

Because of the legal prohibitions against artificial entities employing physi- 
cians and because of other ethical considerations, the physicians which perform 
the medical services for our subscribers have formed themselves into partner- 
ship (known as permanente medical groups) which enter into contracts with 
the health plan for their medical services. Although in the early years of as- 
sociation with a medical group a partner may be an employee, it is the policy of 
these medical groups that all experienced and qualified physicians associated 
with them shall be admitted to the partnership. While the method of organi- 
zation and the policies of these medical groups are matters entirely within the 
dominion of the individual medical group, we completely agree with their policies 
in this regard. I think it only logical for men, particularly professional men, 
to desire to have ownership and management participation in their business 
activity and to share directly in its returns. It would seem desirable to en- 
courage the independence of professional activity through self-employment and 
association in partnerships rather than require physicians to remain employees. 
As partners, however, the physicians of our medical groups would not be en- 
titled to the income-tax benefits afforded employees under the existing laws 
governing “qualified” pension plans. 

The Kaiser Foundation health plan is very much concerned with maintaining 
high quality medical care for our members, that is, insuring that our medical 
groups will be sufficiently staffed by qualified physicians. We believe this to be 
an important obligation to our subscribers. Owing to the constant expansion 
of our health plan membership, we are continually faced with the need for 
associating qualified physicians. The recruitment problems of our medical 
groups are also our problems. 

Our medical groups have not found it possible or advantageous to provide 
a retirement plan for their physicians in view of the large proportion of partners 
who would not be eligible for favored tax treatment. Not only is this an inequity 
and hardship to the individual physicians, but frequently it results in the 
medical group being unable to associate outstanding physicians whose services 
are being sought by other types of institutional employers who do offer tax 
favored retirement plans for their employees. This loss to the medical group is 
also a loss to the health plan and our subscribers. The hardship to physicians 
associated with our type of medical practice is more acute because they not 
only lack the security benefits offered by the corporate or institutional employer, 
but they do not have the same opportunity to build up the security of an estab- 
lished practice, as is possible in private practice. 

We feel that the enactment of the Jenkins-Keogh bills, or at least the principle 
involved therein, will allow our medical groups to offer a satisfactory retirement 
plan to all of their physicians and thereby help secure and maintain an adequate 
and qualified staff of physicians in fair competition with other types of employ- 
ment open to physicians. 

This legislation would seem to place self-employed and pensionless employed 
persors on a comparable basis with employed persons who are presently provided 
tax favored retirement plans through the exclusion of a reasonable amount of 
their present taxable income which is paid to a restricted retirement fund. 
It does not appear that the amounts of such exclusion are unreasonable. nor do 
they unduly favor such persons in view of the amounts necessary for a retire- 
ment even remotely related to their ordinary standard of living, and particularly 
since there are not even such limitations with respect to executive employees 
under existing laws. 

I feel confident that I do not need to point out to this committee the discrim- 
ination and inequity against self-employed persons in the tax treatment of 
retirement plans. Perhaps it is well to note, however, that in addition to the 
favored tax treatment of retirement plans employees may receive other tax 
advantages, such as in the case of health and welfare plan benefits, which are 
not available to self-employed persons. There appears no good reason why the 
Government should not encourage individual voluntary retirement savings for 
self-employed persons to the same extent that it has done so with respect to 
employees, particularly since the need is greater in many cases than that of an 
employee in view of the relative differences in employment security and stability. 
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It is my understanding that the only reluctance to the enactment of this 
legislation is based upon the assumption that there will be substantial revenue 
loss to the Treasury. I am obviously not in a position to debate the accuracy 
of the amounts or the validity of this premise, but I do feel that it is not fair 
to continue an existing discrimination against one class of taxpayers, which 
does not serve any valid social or economic purpose, even if the loss of revenue 
has to be made up by an increased tax burden upon all taxpayers. Naturally 
the Treasury Department is in a difficult position in view of its fiscal responsi- 
bilities, and it would seem that the Department may very well welcome the 
leadership of this committee in securing this legislation. It should be remem- 
bered that the objection of revenue loss did not prevent the enactment of much 
remedial tax legislation in the 1954 Internal Revenue Code. 

I am sure that I speak for all of our 500 physicians, as well as the trustees of 
the Kaiser Foundation Health Plan, in urging the enactment of this long over- 
due legislation. While I have presented to you only some of the aspects of 
this matter with respect to physicians, yet, obviously, this legislation is of 
equal value and importance to all persons similarly affected, and I would he 
remiss not to urge enactment on behalf of those persons also. 

Respectfully, 
Srpney R. GarFIExp, M. D., 
Ezecutive Director. 


PERMANENTE MEDICAL GROUP, 
Oakland 11, Calif., July 8, 1955. 
Hon. Jere Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DeAR CONGRESSMAN Cooper: The executive committee of the Permanente 
Medical Group of Northern California has adopted a resolution urging the enact- 
ment of the Jenkins-Keogh bills, H. R. 9 and 10, which are presently before the 
Committee on Ways and Means. 

The Permanente Medical Group of Northern California is a partnership of 
physicians and surgeons comprising approximately 80 partners, and employing 
an additional 150 physicians on a full-time basis. The medical group furnishes 
all of the medical care to the subscribers of the Kaiser Foundation health plan 
under contract to the health plan. 

Under State law, with the exception of certain institutional type employ- 
ments, physicians can engage in the practice of medicine only in a partnership 
or association with other physicians, or through employment by a physician. 
Because of the obvious desires of physicians associated with our medical group 
to have participation in the ownership and management of the medical practice, 
we have always conducted our activities in the partnership form. While we 
employ a large number of physicians, we have adopted a policy that all physi- 
cians associated with us shall be admitted to the partnership after a satisfactory 
period of tenure. Virtually none of our physicians would desire to be associated 
with this medical group if their ultimate relationship to it was that of a mere 
employee. 

In view of the relatively short tenure of our employee physicians and the 
large and ever increasing proportion of our physicians who are partners in the 
medical group and who are thereby precluded from the tax advantages upon 
pension plans offered to employees under section 402 of the Internal Revenue 
Code, we have not found it economically feasible to provide a retirement plan 
for our physicians. The enactment of the Jenkins-Keogh bills, or some reason- 
able substitute legislation, will allow our medical group to offer a satisfactory 
retirement plan to all our physicians. 

It seems difficult to justify the action of Congress in permitting tax benefits 
with respect to retirement plans to employees and not to self-employed persons. 
This inequity has always been felt by our physicians since their need to acquire 
an adequate retirement is equally as great as that of the employed person, if not 
greater, and it is far more difficult to acquire. They feel the lack of a retire- 
ment plan even more keenly than many other self-employed persons because they 
also lack the opportunity to establish the security of an individual practice or 
clientele. In addition to the hardship this imposes upon our physicians, the‘lack 
of a tax favored retirement plan often prevents us from associating a qualified 
physician who is being sought by institutional employers who offer such retire- 
ment plans to their employees. 
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Under present income-tax rates it is extremely difficult for the average pro- 
fessional person to accumulate retirement savings. We can assure you that it 
is a great fallacy to assume that all physicians have sufficient income to save 
for retirement without the necessity of some encouragement from the Govern- 
ment in the income tax laws. It is also an illusion to consider that legislation 
such as the Jenkins-Keogh bills would benefit only high income groups. There 
is equally as much need and propensity to save for retirement in the lower 
income groups. There are undoubtedly statistical demonstrations of these 
aspects in the record before the committee. 

We understand that the principal doubts concerning the advisability of this 
legislation stem from the estimates of revenue loss by the Treasury Depart- 
ment. Weare also told that the Treasury Department is presently, and has been 
in past sessions of Congress, sympathetic to the general objectives of this legisla- 
tion. It appears open to serious question after four similar episodes with 
predecessor legislation, whether or not the Treasury Department will ever be in 
a position to safely absorb the predicted loss of revenue and therefore genuinely 
support this legislation. The argument of loss of revenue does not seem an ade- 
quate basis for the continuation of a serious existing discrimination in the tax 
structure, particularly one which does not serve any valid social or economic 
purpose. The same argument did not preclude the enactment of many sections 
of the 1954 Internal Revenue Code whose sole purpose was the elimination of 
existing unfairness. The only effective way to eliminate this inequity is to face 
up to the revenue loss now and enact this legislation. 

We feel that this legislation offers an opportunity for both parties in this 
Congress to enact a desirable objective which has widespread public support and 
approval. The executive committee of this partnership, on behalf of all of its 
partners and employees, urges that you assist and support the enactment of 
this worthwhile legislation. 

Very truly yours, ‘ 
M. F. Conten, M. D., 
Chairman, Executive Committee. 


PHOENIX, Ariz., June 21, 1955. 
Hon. JERE Cooper, 


Chairman, House Ways and Means Committee, 
United States House of Representatives, Washington, D. C.: 


It is understood House Ways and Means Committee scheduled hearings on 
Jenkins-Reed-Keogh bills designed to encourage voluntary self-employed pension 
annuities through tax postponement. This association continues support in 
principle of this legislation and urges favorable consideration. 


ARIZONA MEDICAL ASSOCIATION, INC., 
D. W. MELIcK, M. D., Secretary. 





NASHVILLE, TENN., June 28, 1955. 
Hon. Jere Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C.: 


Members of Tennessee Medical Association urgently request favorable action 
on Reed-Keogh bill. First bill that seems to offer some relief for retirement 
fund for professional people. 

LEONARD W. Epwarps, M. D., 
Chairman, Public Service Committee, Tennessee State Medical 
Association, 





Tepper CLINIC, 


Chattanooga, Tenn., July 13, 1955. 
Hon. JERE Cooper, 


House of Representatives, 
Washington, D. C. 
Dear Sir: It has recently been brought to my attention that your committee is 


considering a bill providing for a 10-percent deduction of net income to be used 
as a retirement fund for professional people. There is a very great need for legis- 
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lation of this type to establish a better equity for professional occupations in 

providing for disability and old-age retirement. It is my fervent hope that you 

will support this legislation through to successful passage in the Congress. 
Sincerely yours, 


BerNarpD Tepper, M. D. 


Victor C. SmirH MemoriAL Eye CLIinic, 
New Orleans 12, La., July 1, 1955. 
CLERK OF THE COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington 25, D. C. 


Dear Sir: I understand that Representative Eugene J. Keogh has introduced 
House Resolution 10 for the purpose of making it legal for professional people, 
such as physicians, to set up an individual-retirement program and take the pro- 
ceeds from their regular income, and defer paying income tax on this money until 
it becomes available in the retirement period. I would like to express to you 
and the other members of the committee a plea for the enactment of such legis- 
lation. 

As a physician I worked very hard to get through medical school. I waited 
on tables for my meals; cleaned up a chemical laboratory for my room; worked 
in a shoestore on Saturday afternoons for spending money for incidentals, and 
with the help of my family and friends I finally got through by borrowing money. 
The first few years of practice were very lean. Anything I made I used to 
liquidate the loans I had made to get through medical school. By the time I 
began making a fair living the laws had been changed so that almost all surplus 
money I made went into income taxes. I have now been in practice for 25 years 
and have accumulated very little because it takes about all I can save above my 
family expenses to pay my income tax. I think it is only fair that people like 
myself should be given the opportunity to divert some of their income into a 
retirement policy and pay the tax on it when it is used. 

I do not object to paying taxes because I think this is a wonderful country we 
live in; in fact, the only country where a poor boy like myself could ever have 
become a physician. I do think the tax structure, as it is now set up, is unfair 
to physicians and professional people as a class, and that Representative Keogh’s 
resolution is an effort to correct this inequity. I urge all members of the com- 
mittee to support this resolution. 

Thanking you, I am, 

Respectfully yours, 
WiLiiaAM B. Crark, M. D. 


FoONTANA, CALir., July 9, 1955. 
Hon. JERE Cooper, 


House of Representatives, Washington, D.C. 


DeEaR CONGRESSMAN Cooper: Your interest is solicited on behalf of H. R. 10, 
introduced by Congressman Keogh. As you know, this provides for tax benefits 
for retirement plans for self-employed persons similar to those provided to em- 
ployees under recognized pension plans. 

There is a definite difference in the application of tax laws to the above groups. 
Under present law Congress has provided that under certain qualified employee 
pension plans, the employer contribution to the plan will not be presently tax- 
able to the employee. Employees of corporations and their executives may there- 
fore establish pensions which are tax free—the professional men must provide 
for their retirement out of taxed income. 

It does not seem that the self-employed or professional persons of our country 
should have to bear an unfair distribution of taxation. 

As a member of the medical profession and as a member of a medical partner- 
ship we have investigated procedures, all of which have been inadequate for 
accumulation of retirement funds as may be done by employed persons. Aside 
from my personal interest in this bill, I believe the general public would favor 
the correction of this inequity. 

I urge you to support this bill for its favorable consideration by the committee. 

Sincerely, 
AtvIn L. SAnzorn, M. D. 
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San Francisco 15, Cauir., July 7, 19595. 
Hon. JERE COOPER, 
House of Representatives, Washington, D. C. 

Dear REPRESENTATIVE Cooper: I am writing to call your attention to the 
H. R. 10 bill, introduced by Congressman Keogh, which provides for tax benefits 
for retirement plans for self-employed and pensionless unemployed persons. 
Your support of this bill will help correct the great inequity existing under the 
present retirement legislation. 

We have never complained. about tax laws which treated all citizens with 
equal responsibilities, but do feel unjustly discriminated against under the 
present law. Your efforts at correcting this inequity is greatly appreciated. 

Sincerely yours, 
CriirForD I. Uyepa, M. D. 


NEWBERG, OreEG., July 11, 1955. 
Congressman JERE COOPER, 
Washington, D. C.: 
Request favorable report on H. R. 9 and 10. 
Dr. JOHN GEARIN. 





Corona Det Mar, Catir., July 8, 1955. 
Hon. JERE Cooper, 


House of Representatives, 
Washington, D. OC. 


DEAR CONGRESSMAN CoopEeR: Because of the extreme importance of the issue, 
I am writing with my own hand to urge you to pass on H. R. 10 (as introduced 
by Congressman Keogh) favorably so that Congress will have an opportunity 
to correct the present glaring defects and inequities in existing tax laws as they 
pertain to retirement benefits. 

You are no doubt aware of the present unfairness and discrimination against 
self-employed and pensionless employed persons, which in turn contributes to 
shattering the American individual initiative, allowing large corporations to 
smugly gloat and boast of their tax-free retirement programs. 

Please render favorable action on this vital bill and allow our Congress the 
privilege of correcting the present deficiency. 

Yours truly, 
Wma. N. FAawe tt, M. D. 





ORANGE, VA., June 25, 1955. 
Hon. Danie. A. REED, 
House Ways and Means Committee, 
House Office Building, Washington, D. C. 


DEAR Mr. REED: Next Monday, June 27, 1955, your committee will hold public 
hearings on two bills, H. R. 10 and H. R. 9, sponsored by the Honorable Eugene 
J. Keogh and the Honorable Thomas A. Jenkins. 

I am writing to ask your support of these important bills. In my opinion, it 
is of paramount significance that the professionals and professional groups be 
allowed the same privilege of arranging their retirement program as labor groups 
and corporations. After all, it amounts to one saving money already earned. 
In a free enterprise such as ours, I feel we should encourage plans of this nature 
to act as a bulwark against centralized control. 

Very truly yours, 


SAMUEL J. Coie, O. D. 


WASHINGTON, D. C., July 5, 1935. 
Hon. JERE Cooper, 
House Office Building, 
Washington, D. C. 


DEAR CONGRESSMAN Cooper: Your favorable action on H. R. 9 and 10 is éar- 
nestly solicited. Congress has already permitted corporations to provide retire- 
ment funds, tax deferred, for both their executives and the rank and file labor 
in their organizations. Small business and professional men would welcome such 
legislation in their favor. 

Yours respectfully, 


B. D. MATTOX. 
ARLINGTON 2, VA. 
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SEATTLE, WaSH., July 6, 1955. 
Hon. JERE Cooper, 


Chairman of the House Committee on Ways and Means, 
House Office Building, Washington, D. C.: 

I urge you to recommend passage of H. R. 9 and 10, the Reed-Keogh-Jenkins 
bill to allow Americans to set up their own pensions in life and not be compelled 
to take Government social security. Let those that desire social security have it. 
Let those that don’t want it be free to work out their own destiny under this bill. 


ARTHUR B. MACWHINNIEE, D. M. D. 


SEATTLE, WASH., July 6, 1955. 
Congressman JERE CoopER, 


Chairman of House Committee on Ways and Means, 
Washington, D. C.: 
Hope your committee will act favorably on Reed-Keogh-Jenkins bill. It 
would be a big help in my future planning. 


Dr. R. C. PHILsRICK. 


SEATTLE, WasH., July 5, 1955. 
Congressman JERE Cooper, 


Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C.: 


Hope your committee will report favorably on H. R. 9 and 10—Reed-Keogh bill. 
Sincerely yours, 


Dr. Hersert W. F'LEEGE. 


HoGSHEAD HOospPITAL, 
Chattanooga 3, Tenn., July 6, 1955. 
Hon. JERE Cooper, 

Chairman, Ways and Means Committee, 

House of Representatives, 

Washington, D. C. 


DeAR Sir: I understand that the Reed-Keogh bill is now before your com- 
mittee for consideration. I want to take this opportunity to urge you and the 
members of your committee to take favorable action on this bill. The medical 
profession should have privileges afforded other groups in setting up a pension 
plan for their older years. 

Yours very truly, 
C. H. Atper, M. D. 


COLLEGE PARK, Mp., June 24, 1955. 
Hon. JERE COOPER, 


House Office Building, Washington, D. 0. 


DEAR CONGRESSMAN Cooper: I am addressing you as chairman of the House 
Ways and Means Committee. Please be advised of my full support of the pend- 
ing bills H. R. 10 and H. R. 9, sponsored by Hon. Eugene J. Keogh and the Honor- 
able Thomas A. Jenkins entitled “The Individual Retirement Act of 1955.” 

I feel that some tax relief, if it be in the form that will promote savings that 
do stabilize the individual as well as the country, should be extended to the 
professional man and other people who operate small unincorporated businesses. 

Yours very truly, 


JAMES E, TETHER, D. D. I. 


PIEDMONT, CALIF., June 28, 1955. 
Congressman JERE COOPER, 


Chairman of the Committee on Ways and Means, 
‘ House of Representatives, Washington, D. C. 


Dear Sire: As a self-employed physician in a medical partnership, I urge your 
favorable support of H. R. 10, introduced by Congressman Keogh. 

There are millions of independent businessmen and professional men who need 
to provide retirement for themselves. It seems to me an unjust discrimination 
that employees, including very high-salaried corporation executives, should be 
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able to receive tax benefits for their retirement plans whereas the self-employed 
are denied this privilege. 

As a physician, as you well know, I had to go through a long training so that 
it was not until age 32 that my income became adequate for my family and I 
could begin paying off my debts, assumed during my long training period as a 
pediatrician, 

During the relatively short productive years when my income is adequate, I 
would like to be able to put some money aside tax free toward future retirement 
and be taxed during the time when my income will be relatively low. Whereas 
it is true that the income to the Treasury Department may be somewhat lessened 
by the passage of this legislation, I believe that it is fair and consistent with the 
passage of bills giving favorable tax benefits for employees. 

I urge you to support the Keogh bill, H. R. 10, in your committee. 

Sincerely yours, 
L. V. pos ReMEptIos, M. D. 


ORANGE, VA., June 25, 1955. 
Hon. JERE Cooper, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN Cooper: I wish to go on record as wholeheartedly favoring 
the two bills, H. R. 9 and H. R. 10, sponsored by the Honorable Eugene J. Keogh 
and Thomas A. Jenkins. 

Any support which you can give these bills will be greatly appreciated. 

Very truly yours, 
A. C. DUFFER. 


Washington 3, D. C., June 23, 1955. 
Hon. JERE COOPER, 
House Office Building, Washington, D. C. 


Dear Sir: As dentists we are very interested in H. R. 10 and H. R. 9, the 
Individual Retirement Act of 1955. This plan seems to fit the needs better 
than any other plan. 

Anything you can do to further this bill will be greatly appreciated. 

Sincerely, : 
T. W. McCormick, D. D. S. 
RayMonpd W. Hernpon, D. D. 8. 


ARLINGTON 7, VA., June 26, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Cooper: As a practicing dentist and a member of the Amer- 
ican Dental Association, I feel obliged to urge you to act favorably on H. R. 9 
and 10. 

Because of the unique position of the members of my profession, i. e., the 
long years of preparation for practice and the relatively short number of highly 
productive years, I feel that this type of legislation is both fair and necessary. 
I can think of no more truly American law than one that will stimulate a large 
segment of our population to provide for their own declining years. 

Respectfully, 
KENNETH M. Haccerry, D. D. S.., 
President, Arlington Dental Socicty. 


WasHINeTON 6, D. C., June 27, 1955. 
MEMBERS OF HousE WAYS AND MEANS COMMITTEE, 


House Office Building, Washington, D. C. 
Dear Sirs: I strongly urge your approval of bills H. R. 10 and H. R. 9, entitled 
“The Individual Retirement Act of 1955.” 


These bills will rectify the inequality in the laws concerning retirement benefits 
for professional people. 


Sincerely, 
M. B. MILLER, D. D. 8. 
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WASHINGTON, D. C., June 27, 1955. 
Hon. JERE Cooper, 


House Office Building, Washington, D. C. 


Dear Srr: As a dentist and therefore small-business man I definitely favor 
passage of the Keogh-Jenkins Retirement Act of 1955, H. R. 9 and H. R. 10. 

Enactment of this legislation would encourage and help individuals set up 
their own retirement plans on the same principles as corporations and labor 
unions. Because we comprise only a small minority, can denying us the same 
right be justified? 

Provide not our retirement and every need, but rather through this bill a 
means of taking care of our own future welfare. 

Legislation, such as this, aiding us in shouldering our own responsibilities, 
is progressive and not socialistic. It is not compulsory. It allows freedom of 
choice of retirement plans, It helps us retain our dignity and self respect. 
It is American. 

Sincerely yours, 
JAMES P. KerricAn, D. D. S. 


ARLINGTON, VA., June 27, 1955. 
CHAIRMAN, House WAYS AND MEANS COMMITTEE, 
House Office Building, Washington, D. C.: 


I desire passage of bills H. R. 10 and H. R. 9 sponsored by Congressmen Keogh 
and Jenkins as believe small business and professional men should be entitled 
to same retirement plan provisions which corporations are permitted to pro- 
vide for executives and employees. 

Sincerely, 
JOSEPH A. PETTIT. 


WARRENTON, VA., June 25, 1955. 
Hon. JERE COOPER, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear Stir: It is my desire to let you know that I and my profession will not 
be interested in bills R. H. 10 and R. H. 9 unless all groups can be included— 
not just some. 


I desire to be afforded the same opportunity as other groups. 
Dr. A. R. ANDERSON, Jr. 


WASHINGTON, D. C., June 28, 1955. 
Hon. JERE Cooper, 


Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear CONGRESSMAN Cooper: The house of delegates of the American Dental 
Association have voted to support bills H. R. 10 and H. R. 9, sponsored by the 
Honorable Eugene J. Keogh and the Honorable Thomas A. Jenkins. These bills 
are, I believe, entitled “The Individual Retirement Act of 1955.” 

Since existing legislation permits corporations to provide retirement funds, 
tax-deferred, for both their executives and the rank-and-file labor in their organ- 
izations, I feel that a gross inequity exists in the law. The self-employed pro- 
fessional man is being discriminated against. 

Anything that you can do, Congressman Cooper, to aid the enactment into 
law of bills H. R. 10 and H. R. 9, will be appreciated greatly by the dental pro- 
fession, and I would also like to add my personal thanks. 

Respectfully yours, 
Apert C. Koppet, D. D. S. 


ARLINGTON, VA., June 24, 1955, 
Hon. JERE Cooper, 


Chairman, House Office Building, 
Washington, D. 0. 


Sm: As past president of the Northern Virginia Dental Society and as present 
member of the executive committee of the Virginia State Dental Society, I wish 
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to urge you to vote for bills H. R. 10 and H. R. 9, titled, “The Individual Retire- 
ment Act of 1955.” 
Thank you for your support. 
Sincerely, 
Dr. G. C. Srarsuck. 
WasHInNetTon, D. C., June 24, 1955. 
Hon. JERE Cooper, 
Chairman, House Office Building, 
Washington, D. C. 
Dear Sie: I should like to express my opinion as being in favor of passage of 
H. R. 9 and H. R. 10 the Jenkins-Keogh bills. 
I feel that the privilege of setting aside tax-deferred funds for retirement 
purposes should be granted to dentists as it is granted to business executives. 
Very truly yours, 
Samuet A. LersHear, D. D. 8. 


ARLINGTON 1, VA., June 24, 1955. 
Hon. JERE Cooper, 
House Office Building, 
Washington, D. C. 

Dear Mr. Coorer: I understand that your Ways and Means Committee will 
meet next week to consider the Individual Retirement Act of 1955, a bill 
sponsored by Hon. Eugene Keogh and Hon. Thomas Jenkins. 

I believe that such a law would especially benefit those of us who have a 
limited number of full productive years ahead of us. Personally, my first really 
productive year was at the age of 34. 

I have been told that the Congress has enacted similar laws for corporations 
who utilize retirement funds for the purpose of setting a share of an employee's 
yearly income aside for later years. The American Dental Association might 
be designated as a fund-keeper for the dentists. The ADA has gone on record 
(by a vote of its delegates at the last national meeting in San Francisco) as 
supporting this bill. 

I and just about all the dentists in the country will appreciate your support. 

Cordially, 
GERALD Rose, D. D. 8. 


WASHINGTON 2, D. C., June 23, 1955. 
Hon. JERE Cooper, 
House Office Building, 
Washington, D. C. 


Dear Sir: I respectfully request your careful consideration of bills H. R. 10 
and H. R. 9 sponsored by Hon. Eugene J. Keogh and Hon, Thomas A. Jenkins. 

The self-employed professional man only desires the opportunity to prepare 
for his own retirement. It seems only fair to give him the same privileges as 
are afforded large corporations. I hope you will find it agreeable to act favorably 
on one of these bills. 

Sincerely yours, 
Howarp R. LaApy, D. D. S. 


WasHInerTon, D. C., June 24, 1955. 
Hon. Jere Cooper, 


House Office Building, Washington, D. C. 


DEAR CONGRESSMAN CoopER: I would appreciate your favorable attention to 
bills H. R. 10 and H. R. &, known as the Individual Retirement Act of 1955. 

In view of the benefits enjoyed by corporations from other legislation, I feel 
that this bill will be of help in adjusting the inequities now suffered by 
professional men. 

Thank you for your kind attention. 

Sincerely, 
H. MALirn«orr, D. D. S. 








232 INDIVIDUAL RETIREMENT ACT OF 1955 


WASHINGTON, D. C., June 23, 1955. 
DEAR REPRESENTATIVE Cooper: I am in favor of bills H. R. 10 and H. R. 9, 
the Individual Retirement Act of 1955. 
Sincerely yours, 
Puiipe Rosin, D. D. 8. 





CHATTANOOGA, TENN., July 15, 1955. 
Mr. JERE Cooper, 
Chairman of the Ways and Means Committee, 
House of Representatives, Congress of the United States, 
Washington, D. C. 


Dear Mr. Cooper: I am writing you to ask that the Reed-Keogh bill, which 
provides for the deduction of 10 percent net income for professional people as a 
retirement fund, be recommended by your committee and passed in this Congress. 

We shall appreciate all efforts that you shall make for passage of this bill. 

Very sincerely, 
Harry A. STONE, M. D. 


WEsT HYATTSVILLE, Mp., June 23, 1955. 
Hon. JERE Cooper, 
House Office Building, Washington, D. C. 

Dear Sir: I should like to say that I am strongly in favor of H. R. 10 and H. R. 
9, bills entitled ‘““‘The Individual Retirement Act of 1955." I hope you and your 
committee will act favorably on these bills. 

Thank you. 

Morris R. Best, D. D. 8. 


WASHINGTON, D. C., June 23, 1955. 
Hon. JERE Cooper, 
House Office Building, Washington, D. C. 


Str: I should like you to consider favorably two bills, H. R. 10 and H. R. 9, 
on which hearings are to be held June 27. 
It is asking little in this day and age to be afforded the same opportunity that 
is provided for millions of other taxpayers. 
Sincerely, 
Dr. and Mrs. A. E. Massrmo. 


WASHINGTON, D. C., June 23, 1955. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

Dear Str: Since I cannot be at the public hearings on the bills before your 
committee, the Individual Retirement Act of 1955, H. R. 10 and H. R. 9, I should 
like by this letter to urge upon the committee a favorable reporting of these bills 
to the House. 

Sincerely yours, 
T. L. McDona tp, D. D. S. 


ROSSVILLE, Ga., July 7, 1955. 
Hon. JERE Cooper, 
Chairman of the Wuys and Means Committee, 
House of Representatives, Washington, D. C. 

DEAR SiR: As you already know, the Reed-Keogh bill, which provides for 
the deduction of 10 percent net income for professional people as a retirement 
fund, has a fair chance of being passed in Congress. This is to request favorable 
action on this bill. It is very important to our profession. 

Trusting you will see fit to favor this bill, and thanking you. 

I remain, 

Respectfully, 
L. LeBron ALEXANDER, M. D. 








INDIVIDUAL RETIREMENT ACT OF 18955 233 


NEWELL HospitTat, INC., 
Chattanooga, Tenn., July 13, 1955. 
Hon. JERE COOPER, 
Chairman of the Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: I am a member of the public service committee of our State 
medical society, as well as a member of our local public service committee. I 
have contacted the over 200 members of our local medical society and so far 
they are all in favor of the Reed-Keogh bill. Therefore, I am writing to urge 
you to give your support to this bill. 

I would appreciate hearing from you as to your views concerning this bill. 

Yours very truly, 
J. MArsu Frere, M. D. 


CHATTANOOGA, TENN. 
Hon. JERE COOPER, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Dear Str: May I take this opportunity of asking your favorable consideration 
of the Reed-Keogh bill, which provides professional people with a 10-percent 
deduction as a retirement fund. In all fairness it would seem that some allow- 
ance should be made for this group to provide for themselves in later life. 

Sincerely yours, 
Stewart SmirH, M. D. 


JASPER, TENN., July 12, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Cooper: I have heard that there is a bill before your committee 
which would, if passed into law, allow professional men to deduct from their 
income tax a given amount each year in preference to bringing all professional 
men under social security. I think this is an exceptionally good idea and would 
appreciate your doing everything that you and your committee can do to get 
the Reed-Keogh bill passed. 

Yours very truly, 
Davip H. Turner, M. D. 


CHATTANOOGA 3, TENN. 
Hon. JERE CooPER, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. CooPer: For personal reasons I am very interested in the Reed- 
Keogh bill before your committee. Primarily because it would be of extreme 
help to me and other of my profession. Secondly, because I feel that it is 
a fair and just procedure. 

As I am sure, you are aware, that the average man in medicine has about 
15 years that we have for maximum income. 

With out present-day tax setup, it is almost impossible for us to accumulate 
funds except by insurance, which is of little value when we are alive. 

Your favorable consideration of the bill would be greatly appreciated. 

Sincerely, 
Dr. O. B. Murray. 





CHATTANOOGA, TENN., July 12, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C.: 
The Reed-Keogh bill, which provides for the deduction of 10 percent of the net 
income of professional people as a retirement fund, has been called to my 
attention. 
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I believe this is the best thing for both doctor and patient that I have heard 
about. I believe that this protection for the doctor will cause him to be more 
conservative in his charges as fees for services to patients during his profes- 
sional life, thereby rendering a great service to the public. 

Sincerely yours, 
C, M. Lassirer, M. D. 


PuLASKI, TENN., July 13, 1955. 
Hon. JERE COOPER, 
House of Representatives, Washington, D. C. 

Dear Sir: As a practicing physician I am extremely interested in the passage 
of the Reed-Keogh bill, and respectfully ask you to use your influence for its 
passage. 

In my opinion it would be of great benefit to those of us who are self-em- 
ployed and have nothing to rely on in our old age except that which we are able 
to save during our active years. 

Sincerely yours, 
J. U. Speer, M. D. 


Tri-City CLINIc, 
SoutuH Pirrssure, TEnNN., July 9, 1955. 
Hon. JERE Cooper, 
Chairman of the Ways and Means Committee, 
Washington, D. C. 


Dear Mr. Cooper: With this letter I hereby request favorable action on the 
Reed-Keogh bill by you and your committee. There is no need for me to explain 
my reasons as they are evident and within the bill. I therefore request your 
support and favorable action on this bill if you can possibly see fit to do so. 

Yours truly, 
Wirttram L. HEeAprick, M. D. 


CHATTANOOGA, TENN., July 7, 1955. 
Hon. Jere Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Dear Str: We, along with most of the medical profession, are vitally inter- 
ested in the Reed-Keogh bill which we understand is now before your committee. 

As you know, physicians have received no benefits from retirement funds in 
previous legislation, and the present bill permitting 10-percent deductions for 
retirement fund would place the physician on an equal basie with other public- 
service agents. 

We urge you to use your influence and request favorable action on this bill. 

Sincerely. 
Avucustus McCravey, M. D. 


CHATTANOOGA, TENN., July 9, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Str: As a self-employed physician, I am urging you to give favorable 
consideration to the Reed-Keogh bill so as to allow physicians to set aside some- 
thing as a retirement fund to be taxed at retirement time. 

Respectfully, 
Rosert C. THOMPSON. 


CHATTANOOGA, TENN., July 9, 1955. 
Hon.. Jere Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear HONORABLE Cooper: I would like to urge that you do everything possible 
to promote the Reed-Keogh bill and get its passage in Congress this year. The 
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professional people have been left out heretofore in being exempt from tax on 
any type of retirement program, as you know, and I believe this is a good bill. 
Thanks so much for your cooperation. 
Sincerely, 
GrorGe G. Youne, M. D. 


CHATTANOOGA, TENN., July 9, 1955. 

Dear Srr: I am writing you in regard to the Reed-Keogh bill which provides 
for the deduction of 10 percent net income for professional people as a retirement 
fund. 

As a doctor, I do not enjoy the benefits of social security nor the security of a 
company-style retirement plan, and so feel that such a bill is necessary to aid us 
in our efforts to provide for our own retirement security. 

I would appreciate your committee’s recommendation of this bill. 

Sincerely yours, 
: MINNIE R. VANCE, M. D. 





CHATTANOOGA, TENN., July 7, 1955. 
Hon. JERE Cooper, 
Chairman of the Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: I understand that there is before your committee the Reed- 
Keogh bill providing for deduction of net income of professional people as a 
retirement fund. I will appreciate any effort for the favorable passage of this 
bill in your committee on your part. 

With kindest regards, I am, 

Sincerely yours, 


Apert S. Eastey, M. D. 


OOLTEWAH, TENN., July 8, 1955. 
Hon. JERE Cooper, 


Chairman of Ways and Means Committee, 
Washington, D. C. 


Dear Mr. Cooper: It has been brought to my attention that the Reed-Keogh 
bill is now in the presence of your committee. It is my feeling and the majority 
of the professional people with whom I am in contact that this bill is a good one, 
and I heartily approve and request some favorable action of this bill by your 
committee and by Congress in this present session. 

Respectfully yours, 


EvuGENE M. Ryan, M. D. 


CHATTANOOGA, TENN., July 6, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Cooper: I understand the Reed-Keogh bill which provide for the 
deduction of 10 percent of net income for professional people as a retirement 
fund is up for consideration by your committee. It seems to me that those of 
us with only professional income are at a great disadvantage compared to labor 
and executive in providing for our retirement. I hope you will see fit to lend 
your strong support to this legislation. 

Sincerely yours, 


Dr. VAN FLETCHER. 


TENNESSEE STATE MEDICAL ASSOCIATION, 


Nashville, Tenn., June 29, 1955. 
Hon. JERE Cooper, 


Chairman of Ways and Means Committee, 
House of Representatives, Washington, D. C. 
DeaR Mr. Cooper: I understand that the Reed-Keogh bill is now before your 
committee and I would like to express myself on behalf of the medical profession 
of Tennessee in favor of the passage of this bill. 
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It is most difficult, at the present time, for a professional man to establish 
any sort of satisfactory retirement plan. It seems to me that this bill would 
only give to professional groups the same sort of tax exemption for retirement 
funds now held by labor and industry. 

We are awaiting with the greatest interest, the report of your committee 
and hope very much that you will be able to recommend the passage of this bill. 

Sincerely yours, 
CHARLES C. TRAUBE IV, M. D., 
President. 





SEATTLE, WasH., July 6, 1955. 
Congressman JERE Cooper, 
Chairman, House Committee on Ways and Means, 
Washington, D. C.: 
Strongly urge committee to report favorably on H. R. 9 and 10 (Reed-Keogh- 
Jenkin bills). 
WALTER B. Martin, D. D. S. 


CHATTANOOGA, TENN., July 7, 1955, 
Hon. JERE COOPER, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Dear Mr. Cooper: I have just learned that your committee has before it for 
consideration the Reed-Keogh bill; it is my understanding that there is provided 
in this bill a deduction of 10 percent of net income to be appled to retirement 
benefits for professional people. 

I am not qualified to make recommendations as to the details of such proposed 
legislation, but I certainly would like to ask your committee to give favorable 
consideration to the principle which is involved. In this era of necessarily high 
taxes there is absolutely no other means by which a professional man can provide 
for disability or enforced retirement, or build a reasonable estate for his family. 

Your attention to this letter and the careful consideration by your committee 
will be most appreciated by myself and by all physicians and other professional 
people. 

Very sincerely, 
Davin P. McCatr tir, M. D. 





EARL CAMPBELL CLINIC ASSOCIATION, 
Chattanooga, Tenn., July 6, 1955. 
Hon. JERE COOPER, 
Washington, D. C. 


DEAR CONGRESSMAN: I want to add my plea that you do all you can to help 
in the passage of the Reed-Keogh bill. It is well known that most good physi- 
cians make good money, but very few of them are able to save enough to look 
after themselves in their old age. I personally can cite several examples. The 
retirement plan would surely solve the situation. We surely do make many sac- 
rifices and should be given some consideration for same. 

Fraternally yours, 
Eart CampsBern, M. D. 


CHATTANOOGA, TENN., July 7, 1955. 
Hon. JERE COOPER, 
Chairman of the Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Cooper: I understand that your committee has now before it the 
Reed-Keogh bill providing for the deduction of 10-percent net income for pro- 
fessional people as a retirement fund. As you no doubt know, many of us are 
opposed to being included in the social-security system and therefore have to 
make provisions for our own future. Under the present tax setup this is an 


extremely difficult thing to do and I would like to urge you to report favorably 
this bill. 


Sincerely yours, 
Tim J. Manson, M. D. 
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‘ CHATTANOOGA, TENN., July 2, 1955. 
Representative JERE Cooper, 
House of Representatives, Washington, D. C. 

DEAR Mr. Cooper: I hope you will consider favorably the bill providing a 
retirement-fund deduction for professional people. 

How many doctors do you know that are retired? Believe me, most of them 
have to keep working even in their 70’s if they are to survive for there is no 
easy way to provide for the future if all our savings are taxed when they are 
earned and when expended. 

Please give this bill your earnest consideration. 

Cordially, 
Puiuie H. Livineston, M. D. 


THE DIAGNOSTIC CLINIC, 
Chattanooga 3, Tenn., July 8, 1955. 
Hon. .J ERE COOPER, 
Chairman of Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Srr: I understand that the Reed-Keogh bill is now before your committee 
and I am writing to urge that the committee take favorable action and recom- 
mend this important piece of legislation to Congress. 

Members of the medical profession are most anxious that this bill be passed 
in this Congress. 

Assuring you of our appreciation for your support in this matter, I am, 

Very truly yours, 
M.S. RAw Lines, M. D. 


New York, June 24, 1955. 
Re Individual Retirement Act of 1955, H. R. 9 and H. R. 10. 


Hon. Evenne J. KeocuH, 
New House Office Building, 
Washington 25, D.C. 

Dear Mr. Keoen: In view of the hearings by the Committee on Ways and Means 
on these bills on June 27 and 28, 1955, may I submit the enclosed statement for 
inclusion in the printed record of the hearings in lieu of a personal appearance. 

The enclosed statement has been published in New York Medicine, the official 
journal of the Medical Society of the County of New York and in the Journal 
of the Connecticut State Medical Society. 

There is one other aspect to this problem as regards lawyers and doctors with 
their longer educational careers. The number of applicants for medical schools 
has fallen off 50 percent in recent years. The quality of the applicants has de- 
clined. College graduates in engineering and related fields are now graduating and 
receiving continuously higher salaries and at the same time building up benefit 
and pension values, even at an earlier age. Friends in large corporations, 
especially in engineering corporations, inform me that they start off a B. 6: 
vraduate at $300 to $350; an A. M. in chemistry or engineering at $400 to $500; 
a Ph. D. at $500 to $800 per month. At the same time, retirement pension funds 
begin to accumulate. By the time a doctor is starting his earning career, these 
other professional counterparts may have 10 years of pension reserve developed 
and continuing to grow without tax deductions. 

The economic contrast is obvious and the appeal is apparent to college youth 
in the selection of a career. The low number of applicants of young women to 
hospital nursing schools has resulted in part from comparison made with the 
salaries received by secretaries, etc., in business, at the same age and time when 
nurses in training have no salaries at all. 

Respectfully yours, 
WILLIAM Hatt Lewis, Jr., M. D., 
Fellow, American College of Physicians, 
Chairman, Editorial Board, New York Medicine. 
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{Reprinted from New York Medicine, official publication of the Medical Society of the 
County of New York, vol. LX, No. 2, January 20, 1953], 


THE PHYSICIAN AND FEDERAL RETIREMENT PENSION PROGRAMS 
(William H. Lewis, Jr., M. D., New York) 


Various factors relating to income taxation and similar obstacles in accumula- 
tion of reserve for living expenses in the less productive and older years of life 
have made professional men cognizant of the hazards of the lack of such security 
and the need for appropriate measures, not only for themselves but for their 
dependents. Such measures are by no means sought unilaterally by the medical 
and other professions ; they have already become an inherent and accepted policy 
in governmental positions, in academic life, and more recently in industrial 
management and labor unions. - 

The situation, as it affects professional men, of whom doctors are a numerical 
minority of the total of all such groups, has become of considerable importance 
in the past 6 years. Its recognition, perhaps, comes from facts, made obvious in 
these recent years, of high cost and overhead expenses, actual and potential 
monetary inflation, investment opportunities that are very limited unless man- 
aged by expert and time-consuming procedures, and especially high taxation. 
All of these conditions remain among the necessary and unchangeable problems 
for the future. 


EXCLUSION AND INCLUSION IN NATIONAL PROGRAMS 


Though the financial status of the professional man has always seemed rela- 
tively secure, the social and economic environment in which he may now work 
as an individual has undergone profound changes. His economy as a self- 
employed individual may no longer be based entirely on his individual program of 
earned income, direct payment of taxes, savings when possible, investment under- 
taken for interest return and capital appreciation, and purchase of annuity bene- 
fits and insurance for his retirement and for financial protection of his family. 

The social and economic changes of recent decades have established newer 
concepts and a different program largely conditioned by social objectives. The 
impact of these new concepts has affected many groups and a major proportion 
of the population, both of small and large income. It does not appear possible 
for any minority group to remain outside their fold without paying a penalty 
that can be greater than the restrictions incurred by inclusion. Nonparticipation 
and participation, exclusion or inclusion in the national programs have advan- 
tages and disadvantages. The physician has come to a point where he must by 
desire or by force of circumstances take stock of his position. 


NATIONAL LEGISLATION 


Two measures have been developed on the national level to provide the oppor- 
tunity of meeting the necessary expenses of later nonproductive years. The 
first is the social-security program initiated by act of Congress in 1935. The 
second is the retirement or deferred-income program with favorable tax status 
accorded to private pension plans and other employee-benefit plans in the 1942 
International Revenue Code. 

Both have their merits. Both place restrictions and demands upon partici- 
pants. Both require analysis in order that the practicing physician may appre- 
ciate and decide on their relative values, either singly or together. Like the 
self-employed members of other professions. physicians have not heretofore been 
in a position to utilize one or the other. 


SOCIAL SECURITY AND THE PROFESSIONAL MAN 


The Federal social-security law provides old-age and survivors’ insurance, 
termed OASI. Its economic and social objectives have been chiefly mass cover- 
age for employed workers and financial assistance for the nonproductive older 
years, after age 65. The coverage at first was restricted to employed wage 
earners. It is based on wage or earned income levels below $3,600 annually. 
Due to recent changes it now provides a maximum payment of $85 a month 
for a single individual or $127.50 a month for a retired couple, with a substantial 
employment record of one of the married couple, and with no children under 
18 years of age. The maximum monthly benefit, if children are still under 
18 years of age is $168.50. The law was extended by amendment, which became 
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operative on January 1, 1951, to cover certain groups of self-employed, those 
who worked for themselves or for their own trade or business. The amend- 
ment did not include those who had self-employed earnings as farmers, lawyers, 
dentists, doctors, osteopaths, veterinarians, optometrists, licensed accountants, 
certified publie accountants, authors, playwrights, funeral directors, professional 
engineers, and other groups. 

There are several advantages in the social-security form of retirement and 
old-age benefits. The benefits when obtained are not subject to income tax. 
When a program is initiated for a group, the older members of the group 
have a preferential advantage; their period of potential retirement being not 
far off, correspondingly their period of premium payments is short and their 
retirement benefits dollar-for-dollar relatively large. This advantage is to 
those now old and is obtained at the expense of the younger members of the 
group, who likewise are initiated into the system and must contribute annually 
at least to age 65. Future amendments may produce similar windfalls to those 
approaching retirement age. Once the group is included, it remains continu- 
ously under social security and all members must contribute, as early as income 
is earned. In time, therefore, all physicians would be affected in their younger 
years and would contribute regularly each year to age 65, and longer if em- 
ployed. The benefits would not be obtained unless retirement occurred then; 
if retirement is delayed after age 65, the additional taxes may not seem to be 
actuarially justified. The survivors benefits may be advantageous in a limited 
way. There is a death benefit, as well as monthly survivors payments for a 
widow and children under 18 years of age. 

Though certain pension advantages are present in OASI, the weakness which 
it (and other public-retirement systems) | presents has been the inequality of 
its distribution, the inadequacy of its benefits which must be supplemented, and 
its failure to provide a more equitable arrangement in case the insured may 
change from covered to uncovered employment or retires prematurely. For 
the professional man it has certain handicaps for himself on retirement or 
for his family as survivors. Retirement benefits, not available before age 65, 
are also not available after 65 if the insured continues to earn income to the 
extent of $75 per month or $900 a year in the vocation covered by social security. 
For a physician to become a beneficiary is tantamount to retirement from 
active practice, if he is so engaged. After age 75 the law provides the benefits, 
even with continued earnings from the covered employment. 

Social security, being national and offering mass coverage, is designed only 
to provide a minimum standardized level of assistance or floor of protection. Its 
survivors, as well as its old-age benefits, are small. The income without addi- 
tional funds is inadequate for a widow and small child. Since the income for 
children stops at age 18, there is no income available during their college years. 
If, and when the children are over 18, there is no income for the widow until 
age 65. But these individual survivors benefits to the widow or children are 
eliminated or decreased if earned income by the wife or child in covered employ- 
ment should exceed $75 per month. The action of this work test poses a real 
problem for the family. It can make the social-security benefits actually a 
“tantalizing mirage for a widow and her children” rather than an actual help.’ 

The inadequacy of the OASI benefits have been recognized. In this respect, 
the experience of the teaching profession which has some professional similarities 
to the medical profession is worth quoting. It or its representatives have been 
engaged for some years with the continuous evolution of an adequate insurance 
and annuity program. The 1950 Annual Report ’® of the Teachers Insurance and 
Annuity Association of America has the following comment: 

“Last year a joint committee of the American Association of University 
Professors and the Association of American Colleges recommended with respect 
to faculty members and administrative officers that— 

*“*As a normal goal the retirement system should provide enough income to 
yield to a man who entered it at 30, and retired at the fixed retirement age of 
about 70, a retirement annuity of 50 percent of his average salary over the last 
10 years of his service. If the fixed retirement age is under 70, the retirement 
annuity should, if anything, be a greater percentage of the terminal salary.’ 

“The maximum OASI primary retirement benefit provides 25 percent of a 
$4,000 salary; 20 percent of a $5,000 salary; 14 percent of a $7,500 salary and 
less than 11 percent of a $10,000 salary. The remainder must be provided by a 
supplementary plan.” 

Many colleges, universities, and publicly supported institutions have appre- 
ciated the inadequacy of the OASI program and have sought an integrating 
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arrangement of the recent extension of the social-security system with their 
primary retirement annuity programs. They have been encouraged in these 
efforts by ‘the Teachers Insurance and Annuity Association to use the social 
security as a second layer of protection. In 1950 this association reported that 
427 institutions with 52,524 staff members have coordinated the two. 

It should be appreciated, first and foremost, that the OASI program alone is 
inadequate for professional men. Its utilization should only be considered “as 
secondary or coordinated coverage” after more effective and primary plans have 
been established. Though utilizing its benefits, many groups, recognizing the 
inadequacy of the national social-security law, have developed programs beyond 
its provisions. They include not only teachers, who have additional retirement 
programs as already discussed ; Government employees; and officials on all levels 
from local to national; labor unions who have obtained independent or suppie- 
mentary welfare and pension benefits; and corporation management personnel. 
To the members of these groups the opportunity for additional coverage was 
available in the traditional individual channels of saving from income, invest- 
ments, insurance, and annuity contracts. But the impact of monetary inflation, 
advancing prices and high living expenses, higher standards of living, shorter 
working schedules, wage and price control, vastly increased national expendi- 
tures with or without war, and high income taxes placed too large a burden 
on the individual or his pensioning organization to afford such a traditional 
course. 

RETIREMENT PENSION AND EMPLOYEE BENEFIT PROGRAMS 


Pension programs, by deferred salaries or profit sharing or stock sharing were 
already in effect to some extent with certain corporations. Pension programs 
by contributory salary percentages have long been in effect in governmental posi- 
tions. On the basis of equal contribution by the employee and by the govern- 
mental agency, the percentage contributed by the employee was withheld after 
income taxation was paid and increased by predetermined interest rates. The 
contribution by the Government agency did not come under taxation until it 
was paid out as actual pension. 

But the burden of any extended program could not be borne by the employer 
system or be of value to the individual employee without favorable considera- 
tions affecting both corporate and individual income taxation. For a business 
organization and its employees national legislation was required. It also re- 
quired equitable adjustment of the claims for direct or fringe benefits of all 
employees, from unskilled workers to management personnel. It was obtained 
in 1942 under more propitious circumstances than now exist. Amendments were 
then made by section 165 (a) to the Federal Internal Revenue Code to allow com- 
panies and corporations to segregate funds for the purpose of providing employees 
with pensions or shares in profit-sharing trusts. Such moneys would be de- 
ductible from gross receipts as business expense and be removed therefore from 
yearly taxation of the employer or business, provided the company plan has the 
approval of the Internal Revenue Bureau. In turn, since the employee (worker, 
foreman, office personnel, manager, president, or chairman of the company) does 
not receive the segregated income in the stated year, he pays no tax on such 
income until he retires at stated age or cashes in on the profit-sharing accounts. 
The level of income tax on this deferred income is based, not on its proportion to 
income when earned, but only when received on retirement. The income-tax 
advantage is obvious. 

The value of this legislation is attested by the steady increase in the number 
of pension plans in operation in business and industry or other incorporated 
activities. By the fall of 1951, the number of plans approved by the Bureau of 
Internal Revenue reached the total of 15,800 with 1,700 on file. 


FEDERAL LEGISLATION AND THE PROFESSIONAL MAN 


The unavailability of this particular pension program to self-employed indi- 
viduals obviously gave special treatment to selected groups. It exerted tax, 
economic, and security discrimination against professional men. Attempts to 
correct this inequality were initiated by individuals and by group organizations. 
It is not necessary to point out the growth of the cooperative effort to sponsor 
and to support measures that would receive favorable consideration by Congress. 

Leadership in this movement has been provided by the American Bar Associa- 
tion. Throngh a special committee * it has taken measures to provide workable 
and legally effective bills. Along with other associations, the American Medical 
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Association has joined actively through the action of its president, board of 
trustees and bureaus in this cooperative action and has had continued repre- 
sentation for the board of trustees on the coordinating committee through Dr. 
Frank Dickinson, director of the bureau of medical economics, and Mr. J. W. 
Holloway, Jr., director of the bureau of legal medicine and legislation of the 
association. The Medical Society of the County of New York has also been 
represented through its executive secretary and committee on legislation. 

The difficulties of drawing and arranging appropriate bills have been many, 
but have been surmounted by the persistent work of the coordinating com- 
mittee. Up until the past year, professional groups were not united on all 
specific programs. Cooperation has now reached the stage of effective action. 

The Reed-Keogh bills (H. R. 4871 and 4374), “to permit the postponement of 
income tax with respect to a portion of earned net income paid to a restricted 
retirement fund” were introduced in Congress in 1952 but were held in com- 
mittee. The technical features of the bills and the form of retirement benefits 
obtained require complex actuarial analysis. For the medical profession the 
actuarial study has been given in the several detailed reports of Dr. Dickinson.° 
More favorable consideration of the Reed-Keogh retirement pension bills is 
now possible in Washington. The bills will be reintroduced in Congress early 
in 1953 at the forthcoming session of the new Congress. During his recent 
campaign President-elect Eisenhower issued the following: 


STATEMENT MADE BY GENERAL EISENHOWER ON OCTOBER 24, 1952, IN REGARD TO PRO- 
VIDING A VOLUNTARY PENSION SYSTEM FOR SELF-EMPLOYED TAXPAYERS WHO CANNOT 
BE GOVERNED UNDER SECTION 165 (A) OF THE FEDERAL INTERNAL REVENUE CODE 


“The Government is rightly concerned with assisting its citizens to provide 
savings for their old age. The Social Security Act of 1935 embodied the doctrine 
that society through government should provide minimum benefits for the aged. 
We all favor this. In 1942 the Government made amimportant supplement to the 
Social Security Act by legislation which offered tax advantages to corporations 
and their employees in the establishment of pension funds (sec. 165 (a) of the 
Internal Revenue Code). I am thoroughly in accord with the principle of this 
legislation. Over 16,000 pension plans have been filed under the law providing 
more adequate security for the employees of corporations covered thereby. 
When this legislation was being considered, self-employed individuals were 
evidently forgotten. Yet, they get old and sick just as other people do. There 
are over 10 million workers who cannot take advantage of these tax relief provi- 
sions now offered to corporations and their employees. They include owners of 
small businesses, doctors, lawyers, architects, accountants, farmers, artists, 
singers, writers—independent people of every kind and decription but who are 
not regularly employed by a corporation. I think something ought to be done 
to help these people to help themselves by allowing a reasonable tax deduction 
for money put aside by them for their own savings. This would encourage and 
assist them to provide their own funds for their old age and retirement. If Iam 
elected, I will favor legislation along these lines.”—Dwight D. Eisenhower. 


DISCUSSION 


Though the Reed-Keogh bills may have more favorable consideration in Con- 
gress, there are many problems to be solved before any retirement program for 
the self-employed and professional man is established by law. To obtain an 
effective program will be even more difficult. It should be realized that the 
proposed bills come under the jurisdiction of two committees—the Ways and 
Means Committee of the House of Representatives and the Senate Finance Com- 
mittee. They give consideration to arguments, pro and con, on the principles 
of the proposals and once the principles are accepted as sound, to the actual 
form of legislation and details of tax exemption. In addition to the scrutiny by 
members of the committees at public hearings, the views of the United States 
Treasury Department will be introduced. It is an obligation of the Treasury 
to appraise the possible effect of proposed new legislation affecting the Internal 
Revenue Code and tax receipts. The basic principle of this proposed legislation 
presents an unique feature in the income tax structure. 

The bills can, therefore, meet critical consideration, prolonged discussion, and 
delays even though there is the strong growing sentiment for the establishment 
of some type of retirement program sponsored by the Federal Government for 
professional groups. The legislative approval of some form of retirement sys- 
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tem may not be too difficult. The larger problem of the machinery of organiza- 
tion, of fiscal procedures, and of administration of such a retirement system, may 
be major obstacles to the early evolution and actual operation of the program. 
lf the problem concerned one prefession only, it may not be too difficult. But 
it may well involve many professions and self-employed to the extent of 10 
million. An even greater issue can be the necessity to revise the existing pro- 
grams and establish a new basic coordinated structure of a truly national pen- 
sion program." 

The effect on tax revenue, the relation to existing social security and retire- 
ment legislation, the equitable adjustments of benefits within groups and among 
groups, the selection of fiscal machinery affecting banking and insurance methods 
are essential elements in the organization and administration. There are com- 
plex actuarial and insurance features to be worked out ; these factors will require 
analysis and formulation by men of experience and judgment in insurance, bank- 
ing, trust, and legal fields, who have had heretofore the task of formulating 
such plans in education, government, and industry. 

The effort to obtain more favorable legislation for the professions may lead to 
coverage by the social-security system as the initial and partial step. There is 
strong support from many, including Members of Congress, to the concept that 
social security should be universal and retirement programs sponsored by Fed- 
eral legislation should be integrated with this system. At least, this integra- 
tion has occurred with education, industrial, and corporate pension programs. 
Keeping out of the social-security system when its benefits do not seem attrac- 
tive may not be politically feasible or legislatively practical. Social security 
may be advantageous to some compared to others. As a retirement program its 
benefits are not based on true actuarial principles, in that the return does not 
depend directly on the amount contributed. Its basis, however, is social benefits 
by mass coverage. Insurancewise, it is to be viewed primarily as a “social” 
measure.® 


» 


SUMMARY 

This discussion has concerned the principles and merits of retirement pension 
programs for professional and self-employed people with special consideration 
to the practicing physicians. Two concepts are involved, now already in opera- 
tion for other yocational groups, the social-security system with old-age and 
survivors insurance (OASI) and the deferred income program for retirement 
benefits. It is now possible to develop a program in which the physician may 
justly participate. The objective of the social-security system is average cover- 
age for the average wage earner. Alone it cannot offer to protect the individual 
and his family adequately. It is obviously more inadequate for the professional 
man and family. It can be used as partial and secondary coverage and integrated 
with other systems. Under these circumstances it has more definite advantages. 
Its provisions need not be rejected since it is social insurance with the pos- 
sibility of being extended to all income-earning citizens. Social security may 
become a required and politically practical part of a professional pension pro- 
gram.° 

The desirable and immediate objective of the profession should be the more 
effective and primary plan of income deferment for retirement pensions. Legisla- 
tion in the form of the Reed-Keogh bills will be introduced at the next Congress 
to provide a program for those in self-employed vocations and professions, in- 
cluding physicians, and should receive favorable consideration. There are new 
and complex problems in the organization of the machinery and the fiscal and 
insurance policies involved in this legislation that may delay its enactment by 
Congress. Nevertheless, the bills present a specific legislative program for unified 
action. Physicians should become aware of their provisions 
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If they consider the program of sufficient importance and just, and the benefits 
for the individual self-employed of proper value to themselves and to their 
dependents, they should individually and collectively express support for the 
passage of its essential features. 


EXPLANATORY NOTES 


‘For more detailed discussion on these points see Bulletin of the Teachers Insurance and 
pee Association of America, April 1952, on Social Security and Children’s Benefits. 
Quotation as given. 

? Annual report for 1950 of the Teachers Insurance and Annuity Association of America, 
522 Fifth Ave., New York City. 

%The special committee was appointed March 25, 1950. The chairman has been Mr. 
George Roberts of New York City. Mr. Roberts is also chairman of the coordinating com- 
mittee for the professions. 

*The New York Medical Society at its stated meeting, April 9, 1951, approved the resolu- 
tion in favor of this program with instructions to its State delegates to introduce a further 
resolution at the annual meeting of the Medical Society of the State of New York in May 
1951; in turn to propose a resolution that the delegates from the New York State Medical 
Society to the American Medical Association present a similar resolution before the AMA 
house of delegates at its annual meeting in June 1951. All such resolutions were approved. 

5 These studies have been reported in the Journal of the American Medical Association 
from 1948 to 1952. 

oo with senior specialist, tax legislation, Library of Congress, Washing- 
ton, D. C. 

7See recent report from the Joint Congressional Committee on the Economic Report, 
Pensions in the United States. Prepared by National Planning Association, Washington, 
D.C. Comment in New York Times, December 26, 1952. 

8 At its stated meeting February 1951, the Medical Society of the County of New York 
disapproved a resolution in favor of inclusion of the medical profession in the social-security 
system. At its stated meeting, March 1951, on reconsideration, the resolution was approved. 

*It is of interest that the governmental employees may not come under social security. 
In general, Federal employees cannot be covered if they have another retirement plan. 
State employees can only be covered if tiere is an agreement between the Federal Security 
Administrator and the State. 

The Federal Internal Revenue Code for 1942 defined more precisely the requirements for 
approval for corporate pension programs. The act refers to an employer whether or not a 
corporation, association, partnership, or individual. 

In preparing this report, correspondence is gratefully acknowledged from Mr. George 
Roberts ; Mr. Eugene Thore, general counsel of the Life Insurance Association of America : 
Mr. W. K. Nichol, assistant actuary, Teachers Insurance and Annuity Association ; Dr. Frank 
Dickinson, director of the Bureau of Economics, American Medical Association; Mr. E. B. 
Gardner, vice president, Chase National Bank ; Representative James E. Van Zandt, Member 
of Congress; Mr. Meyer Jacobstein, senior specialist, Library of Congress; and for a final 
review, Mr. Rogert C. Hyatt. 

The author is responsible for the contents of the article. 


MARCHBANKS & HIGGASON, 
Chattanooga, Tenn., July 11, 1955. 
Hon. JERE CooPEer, 
Chairman of the Ways and Means Committee of the House of Representa- 
tives, Washington, D.C. 


Dear Sir: I am informed that the Reed-Keogh bill is to come before your 
committee. It seems to me, and many of my professional friends, that this is a 
good and fair bill. 

Will you kindly favor the professional men and women by supporting this bill? 

Thank you very much and with all good wishes to you, I am, 

Sincerely, 
S. S. Marcusanks, M. D. 


CHATTANOOGA, TENN., July 9, 1955. 
Hon. JERE Cooper, 
House Office Building. Washington, D. C. 


Dear Mr. Cooper: I am writing in regard to the Reed-Keogh bill which I 
understand is now in committee. I sincerely believe that the bill can stand on 
its own merits. I have no petty arguments for it, nor care to tolerate such 
against it. 

It should be obvious to most everyone that the entire financial order in this 
country has so changed that this bill, 25 or 30 years ago, would have been inappro- 
priate, perhaps ridiculous, but now is a very appropriate piece of legislation. 

I trust that you agree and therefore will support the legislation. 

Yours truly, 


R. J. Prrner, M. D. 
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Tri-City CLINIC, 
South Pittsburg, Tenn. 
Hon. Jere Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: Your committee now has before it the Reed-Keogh bill, 
which provides for the deduction of 10-percent net income for professional people 
as a retirement fund. This bill will provide a much more practical solution 
to a long-neglected problem than social-security benefits and I would like to 
urge that you consider it favorably. 

Sincerely yours, 
Viston Taytor, M. D. 


CHATTANOOGA, TENN., July 8, 1955. 
Hon. JERE Cooper, 
Chairman, Waus and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Str: I request that your committee favorably consider the Reed-Keogh 
bill now before you. The passage of this piece of legislation would give us 
professional people a small opportunity to lay away a much-needed retirement 
fund. 

With economic conditions as they exist today, little hope of such a possibility 
occurs unless such legislation is enacted. 

Thank you very much for your attention to this letter. 

Sincerely, 
CHaries W. Hawkins, M. D. 


Drs. AGEE, Hite & KRESSENBERG, 
Pulaski, Tenn., July 13, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives. 


Dear Mr. Cooper: I am writing you and your committee in the interest of 
the Reed-Keogh bill which I believe is before you at present. I hope you will 
agree with me that this bill is necessary to give we self-employed professionals a 
chance to provide an adequate retirement income for ourselves and our families. 

I appreciate your earnest consideration of this bill and urge you to act favorably 
on it. 

Yours very truly, 
K. M. Kressensera, M. D. 


STATEMENT BY EDMUND R. PURVES, EXECUTIVE DIRECTOR, THE AMERICAN INSTITUTE 
oF ARCHITECTS, IN Support OF H. R. 9 AND H. R. 10, TO ENCOURAGE THE EsTAB- 
LISHMENT OF VOLUNTARY PENSION PLANS BY INDIVIDUALS 


The American Institute of Architects is the only national organization of the 
architectural profession in the United States. Its 116 chapters and 11 State 
organizations are located in every State of the Union and in certain United 
States possessions. The organization’s membership of more than 10,000 regis- 
tered architects comprises the majority of all practicing architects in the country. 
The institute is qualified to express the views of the profession. 

The earnings of architects as professional people follow in general the curves 
of earnings typical of other professions, with the exception that as architecture is 
the planning element of the construction industry it is acutely sensitive to eco- 
nomic trends. Architects desire that degree of income stability enjoyed by other 
vocations. 

We are aware that statements have been made to the effect that these proposed 
bills are unfair and have even been termed “special or self-interest” bills. May 
we point out that the income fluctuations incident to the construction industry 
have worked a manifest unfairness on architects. Therefore, our support of 
these bills stems from a desire to eliminate a financial hazard for the self- 
employed professional and not from a desire for his gain at the expense of others. 

The method by which the architect’s compensation is paid to him gives the 
self-employed architect a curve of income which is subject to very wide oscilla- 
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tions. These are frequently widely out of balance with the curve of cash outgo. 
There are differences in the character of the practice of architects, including 
specialization, the size of architect’s staff, and the effect upon the practice of 
achitects of the characteristic variations in the long cycles of building construc- 
tion. The architect, like other professional men, has to undergo sacrifices of 
money, but particularly sacrifices of time, not only for his formal education at 
the initial period of his career, but later on throughout life the architect must 
continue his studies if he is to keep himself abreast of modern techniques, modern 
practice, and continue to serve society. Not only must he continue to train him- 
self, the architect, like the doctor and the scientist, must constantly keep train- 
ing those of the younger generation who are to assist and ultimately succeed 
him. In the transition from an employee to self-employment, the professional 
architect faces a more difficult task than the majority of other professional 
people because of the higher overhead costs of the average architect’s office in 
comparison to the office of the average doctor, lawyer, or even the majority of 
engineers. 

While there are different types of architectural contracts all architectural 
services are in general divided into three characteristic parts : 

1. The investigation of the problem and the report by the architect on the 
solution. These are the services most characteristic of the architect. They 
involve the greatest responsibility and the greatest application of the architect's 
accumulated intelligence, but not necessarily the greatest part of the architect’s 
financial outlay. 

2. The development of the detailed solution, includes the making of the working 
drawings and specifications and though dependent upon the character of the work 
almost universally calls for the greatest financial outlay on the part of the 
architect. 

3. The supervision of actual construction which includes the interpretation of 
the drawings and the certification that the contract made on the basis of the 
drawings has been faithfully executed. 

Roughly speaking, payments to the architect are made on account of these three 
classifications of services. On smaller work there are usually three lump-sum 
payments. For larger work, compensation is more frequently broken down into 
a longer series of payments. In the average medium-sized office there is no 
regularity of flow of work. Larger size and small size commissions are often 
bunched and there are frequently long intervals between the preliminary stages 
when the scheme of solution is worked out and the secondary stages when the 
detailed drawings are executed. There are definite rush periods to prepare for 
favorable building conditions. Thus the average professional architect is sub- 
jected to alternate periods when he may have a large cash balance on hand and 
periods when he is subjected to a heavy cash outgo and may have almost no cash 
halance. Unless he can manage to keep his receipts separated in point of time, 
the architect is more susceptible than other professional men to have his cash 
working resources taxed away from him. 

H. R. 9 and H. R. 10 offer economic independence to the independent prac- 
titioner. It is conceivable even that the passage of these bills may increase the 
proportion of independent practitioners. Certainly it will permit the independent 
architect to level off the peaks and valleys of both seasonal and cyclical fluctu- 
ation to which the construction industry is peculiarly sensitive. 

To maintain the greatness of this Nation, it is essential that the professional 
classes spend time in research and professional improvement. The need for 
medical and what is known as scientific research is widely recognized. We have 
as yet done very little to equalize the difficulties that scientific and professional 
men are up against. The architects are no exception in their need for research. 
The design of a modern hospital is a case in point. There is no more highly 
specialized type of building unless it be the research laboratory. Our school 
problem calls for every special study today. The country is only beginning to 
appreciate the advances in better housing which are largely the result of the 
devoted professional application of interested architects backed up by sympa- 
thetic friends in other fields. 

We are making great strides at improving the competence of our designing 
profession and this competence is decidedly in the public interest. The problem 
of the redesigning of the modern cities and our countryside, to adapt them to 
the physical, economic, and social changes, which have been brought about by 
the transportation or automotive revolution, call for research talent, imagina- 
tion, and ingenuity. 
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We never can rest on present advances. Our professional classes must be 
allowed to retain enough of their earned resources to constantly give their 
time to working out improvements. HBconomic independence for the professional 
classes is essential to progress and in turn to the welfare of the country. H.R.9 
and H. R. 10 point the way toward the attainment of a climate which would 
assist the architects to be of ever-increasing service to society. 





WARRENTON, VA., July 12, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C.: 


The Virginia State Dental Association respectfully urges the House Committee 
on Ways and Means to report favorably on H. R.9 and 10, 
WILiIAM N. Hopern, 
Chairman, Committee on Legislation. 


CoLtumsuts, Onto, July 5, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C.: 
The Ohio State Dental Association strongly urges your support on House bills 
9 and 10 so-called Reed-Keogh-Jenkins bills. The Ohio State Dental Association 
3,600 members urge the same tax equities as now given corporate employees. 
Ear G, Jones, D. D. S., 
Secretary, Ohio State Dental Association, 


PULASKI, VA., July 15, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C.: 


Virginia State Dental Association urgently requests your committee to act 
favorably on H. R. 9 and 10. 
ALEx HALLER, President. 


PoRTLAND, OreG., July 11, 1955. 
Congressman JERE COOPER, 
Chairman of House Committee on Ways and Means, 
Washington, D. C.: 
Urge the committee on behalf of our membership to report favorably on H. R. 
9 and 10 the Reed-Keough-Jenkins bill. 
Dr. DENTON J. REES., 
President, Portland District Dental Society. 





CHARLESTON, W. VA., July 11, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C.: 


Request on behalf of the membership of the West Virginia State Dental Society 
a favorable report on H. R. 9 and 10. 
R. H. Davis, D. D. 8., President, 
G. N. Nasto, Jr., D. M. D., Secretary. 
W. M. Garrett, D. 8. S., Treasurer. 


JACKSON, Miss., July 2, 1955. 
Hon. JERE Cooper, 
House Committee on Ways and Means, 
House of Representatives: 
The Mississippi Dental Association urges passage of H. R. 9 and 10, the 

so-called Reed-Keogh-Jenkins bill. 

MIssIssipPl DENTAL ASSOCIATION, 

Bernarp A. CoHEN, Secretary. 
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RUTLAND, Vrt., July 2, 1955. 
Congressman JERE CoopPER, 
-hairman, House Committee on Ways and Means: 
Vermont State Dental Society favors passage bills H. R. 9 and 10. Urge 
your support. 
GETTY PAGE, 
Evecutive Secretary, Vermont State Dental Society. 


Sr. Paut, Minn., July 2, 1955. 
Congressman JERE CooPER, 
Chairman, Committee on Ways and Means, 
House of Representatives: 

Ou behalf of our membership, your support urgently requested for favorable 
report by your committee on H. R. 9 and 10. Our association has gone on record 
favoring this legislation, Your support will be appreciated. 

MINNESOTA STATE DENTAL ASSOCIATION, 
Cart V. E. CasseEt, D. D. 8., Secretary. 


CLARKSVILLE, ARK., July 2, 1955. 
Hon, JERE CooPER, 


Chairman of House Ways and Means Committee: 

In behalf of the membership of the Arkansas State Dental Association may I 
urge that your committee report favorably on H. R. 9 and 10, the so-called Reed- 
Keogh-Jankins bills. 

Don M. HamM, D. D. S., 
Secretary, Arkansas Dental Association. 


LovISsvVILLE, Ky., July 2, 1955. 
Hon. JERE CoopEr, 


Chairman, House Ways and Means Committee: 
This association will appreciate your favorable support to Reed-Keogh- 
Jenkins bill. 
J. A. ATKINSON, D. D. 8., 
President, Kentucky State Dental Association. 


MorGanton, N. C., July 3, 1955. 
Congressman JERE COOPER, 


Chairman, House Ways and Means Committee, 
House of Representatives: 

The North Carolina Dental Society urges the support of you and your com- 
mittee in reporting favorably on H. R. 9 and 10, the Reed-Keogh-Jenkins bills. 
A favorable report by your committee would be appreciated by our entire 
menibership. 

Rapa D. Correy, 
Secretary, North Carolina Dental Society. 


Rounpup, Mont., July 2, 1955. 
Congressman JERE Cooper, 


Chairman, Ways and Means Committee, 
House of Representatives: 
The Montana State Dental Association considers the Reed-Keogh-Jenkins bills 
good bills and asks for your support of them, provided you also think so. 


E. G. Vepova, 
Secretary-Treasurer, Montana State Dental Association. 
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Sioux Faris, 8. DAK., July 4, 1955. 
Congressman JERE COOPER, 
Chairman, House Ways and Means Committee, 
é Washington, D. C.: 
On behalf of the South Dakota Dental Association, representing more than 
0 percent of the dentists of this State, we wish to urge your committee to report 
favorably on H. R. 9 and H. R. 10, the so-called Reed-Keogh-Jenkins bills. 


Dr. Leo N. THELN, Secretary. 


PHOENIX, Ariz, July 2, 1955. 
Congressman JERE CoopPER, 


House of Representatives: 
Arizona State Dental Association supports H. R. 9 and H. R. 10. Committee 
support requested. 
R. W. CHRISTENSEN, D. D. S., 
Secretary, Arizona State Dental Association. 


MANCHESTER, N. H. 
Congressman JERE COOPER, 


Chairman, House Ways and Means Committee, 
Washington, D. C.: 
New Hampshire Dental Society has gone on record as favoring Reed-Keogh- 
Jenkins bills. 
FLoyp E. WILLIAMS, 
Secretary, New Hampshire Dental Society. 


OKLAHOMA CITY, OKLA., July 5, 1955. 
Congressman JERE COOPER, 


Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C.: 
Oklahoma State Dental Association urges passage of H. R. 9 and H. R. 10. 


Dr. D. L. Rrepeto, President. 


SAN Francisco, Cauir., July 5, 1955. 
JERE COOPER, 


Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C.: 
The California State Dental Association, representing 3,000 dentists, urges 
favorable action on H. R. 9 and H. R. 10. 


WALTER J. HEALY, D. D. S., Secretary. 


INDIANAPOLIS, IND., July 5, 1955. 
Congressman JERE COOPER, 


Chairman, House Ways and Means Committee, 
Washington, D. C.: 
Indiana State Dental Association wishes you to know that membership urges 
favorable report on H. R. 9 and 10, the Reed-Keogh-Jenkins bill. 
BrovericK H. JOHNSON, 
Execute Secretary. 


Wirmrineton, Det., July 5, 1955. 
Hon. JERE CooPER, 


Chairman, House Committee on Ways and Means, 
Washington, D. 0.: 

Behalf Delaware State Dental Society urge you report favorable H. R. 9 and 
10, granting self-employed individuals right to make tax-free contributions to 
private-pensions program under same tax equities giving corporate employees 
under the law. 

Rotanp B. REep, D. D. S., 
Secretary, Delaware State Dental Society. 
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PorRTLAND, Orec., July 6, 1955. 
Congressman JERE COOPER, 
Chairman, House Committee on Ways and Means, 
Washington, D. C.: 
The Oregon State Dental Association would like you and your committee to 
report favorably on H. R. 9 and 10, the Reed-Keogh-Jenkins bills. 
Rawpu G. Cooper, D. M. D., 
President, Oregon State Dental Association. 


Rock Sprines, Wyo., July 6, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
Washington, D. C.: 

The dentists of Wyoming urge your support of H. R. 9 and 10. We consider 
it good commonsense legislation and we know you will evaluate all areas and 
arrive at a just and fair bill. A prayer for your guidance. 

P. J. Drew, 
Secretary, Wyoming Dental Association. 


CAMDEN, N. J., July 5, 1955. 
Congressman JERE COOPER, 
House Office Building, Washington, D. C.: 
Members of New Jersey Dental Society as self-employed persons urge favorable 
report on H. R. 9 and 10. 
JoHN G. Carr, Secretary. 


Los ANGELES, CALIF., July 5, 1955. 
Congressman JERE CooPER, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C.: 
This association numbering 3,600 dentists earnestly request favorable action 
on H. R. 9 and 10. 
ALLISON G. JAMES, D. D. S., 
President, Southern California State Dental Association, 


MILWAUKEE, WIs., July 5, 1995. 
Congressman JEeRr Cooper, 
House Office Building, Washington, D. C.: 

The members of the Wisconsin State Dental Society sincerely urge favorable 
action on H. R. 9 and 10 which would permit dentists to make tax-free contribu- 
tions to private pension programs and trust that you will contribute your efforts 
in this regards. 

Dr. J. S. Semravu, 
President, Wisconsin State Dental Society. 


Datuas, Tex., July 5, 1955. 
Congressman JERF Cooper, 
Chairman, House Committee Ways and Means, 
House of Representatives, Washington, D. C.: 
The membership of Texas Dental Association urge support of H. R. 9 and 10 
Reed-Keogh-Jenkins bills. 
Dr. WILLARD OGLE, Secretary-Editor. 


WASHINGTON, D. C., July 5, 1955. 
Hon. JERE Cooper, 
Chairman, House Committee on Ways and Means, 
House of Representatives: 
Our members are wholeheartedly in favor of bills H. R. 9 and 10. 

JOHN F. Keaveny, D. D. §., 

Secretary, District of Columbia Dental Society. 

65638—55——_17 
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Peoria, ILx., July 5, 1955. 
Congressman JERE CoopPER, 
Chairman, House Committee on Ways and Means: 
The more than 5,000 members of the Illinois State Dental Society urge that you 
report favorably on H. R. 9 and 10. 
Pau W. CLOpPER, 
Secretary, Illinois State Dental Society. 


Waupeton, N. Dak., July 6, 1955. 
Congressman JERE CooPER, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C.: 


North Dakota Dental Association urges favorable report on H. R. 9 and 10. 


Jack H. PFISTER, 
Secretary, North Dakota State Dental Association. 


Battimore, Mp., July 7, 1955. 
Congressman JERE COOPER, 


Chairman of House Committee Ways and Means, 
House Office Building: 
The Maryland State Dental Asociation urges that your committee report 
favorably on H. R. 9 and 10 the so-called Reed-Keogh-Jenkins bills. 
C. L. INMAN, Jr., 
Secretary, Medical Arts Building. 


LAKELAND, Fta., July 6, 1955. 
Hon. JERE CooPER, 


Chairman, Wats and Means Committee, 
House of Representatives, Washington, D. C.: 
The Florida State Dental Society urges your committee to report favorably 
on H. R. 9 and 10. 
W. A. BuHNeR, D. D. §., 
Secretary-Treasurer, Daytona Beach. 


Astoria, OrEc., July 9, 1955. 
Congressman JERE CooPER, 
Chairman, House Committee on Ways and Means, 
Washington, D. C.: 
Clatsop County Dental Society requests favorable report on Reed-Keogh- 
Jenkins bill. 


Dr. Wm. G. HuTcHINSON, President. 


EUGENE, OrREG., July 8, 1955. 
Congressman JERE COOPER, 


Chairman, House Committee on Ways and Means, 
Washington, D. C. 
DEAR CONGRESSMAN CooPEeR: The 75 members of Lane County District Dental 
Society urge the adoption of H. R. 9 and H. R. 10, the Reed-Keogh-Jenkins bill. 
T. A. CHUMAN, D. D. S., 
Secretary, Lane County District Dental Society. 


NEBRASKA STATE DENTAL ASSOCIATION, 


Lincoln, Nebr., July 2, 1955. 
Hon. JERE COOPER, 


Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C. 
DeAR Mr. Cooper: The members of the Nebraska State Dental Association 
want your committee to know they approve of H. R. 9 and H. R. 10, the Reed- 
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Keogh-Jenkins bills, and trust the committee may see fit to report favorably on 
these bills. 
Sincerely yours, 
T. P. MULLINS, 
President. 
F, A. PIERSON, 
Secretary. 


NEVADA STATE DENTAL SOCIETY, 
Reno, Nev., July 2, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Cooper: The membership of the Nevada State Dental So- 
ciety wishes to report favorable on H. R. 9 and H. R. 10, the so-called Reed- 
Keogh-Jenkins bills. 

We believe that self-employed individuals should have the right to make tax- 
free contributions to private pension programs under the same tax equities as 
now are given to corporate employees under the law. 

Sincerely yours, 
O. M. Serrert, D. D. §., 
Secretary-Treasurer. 


UraH State DENTAL ASSOCIATION, 
July 5, 1955. 
Congressman JERE COOPER, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN CooPper: The Utah State Dental Association respectfully 
requests your support for, and your committee’s favorable report on, H. R. 9 
and H. R. 10, the Reed-Keogh-Jenkins bills. The enactment of these measures 
will contribute substantially to the creation of equity for self-employed individ- 
uals who are now entitled to make tax-free contributions to private pension pro- 
grams. Self-employed individuals should be entitled under the law to equity 
with corporate employees. 

We respectfully request your favorable support for these measures. 


Uragw State DENTAL ASSOCIATION, 
R. C. DateietsH, D. D. S., M. P. H., 
Secretary. 


St. Louris, Mo., July 14, 1955. 
Hon. JERE Cooper, 


Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C.: 


As chairman, committee retirement fund legislation, Conference of Bar Presi- 
dents, urge you to vote to send Jenkins-Keogh bills H. R. 9 and H. R. 10 to the 
floor of the House. These bills tend to eliminate one of the income-tax inequities 
under which professional persons now labor. 

; RiIcHMOND C. CoBuRN. 


Stockton, Tex., July 16, 1955. 
Hon. JERE Cooper, 
Chairman of the House Ways and Means Committee, 
‘House of Representatives: 
Urge your support of Keogh bill H. R. 10. 
Mavrice R. BuLLock, 
President, State Bar of Tewas. 


Lewiston, Ipano, July 19, 1955. 
CHAIRMAN, 


Ways and Means Committee, 
House of Representatives, Washington, D. C.: 

Idaho State Bar Association urges the adoption of Jenkins-Keogh bills provid- 
ing for voluntary inclusion of lawyers in social-security program and opposes 
any compulsory inclusion. 

tusseL S. RANDALL, 
President, Idaho State Bar Association. 
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STATEMENT BY Roy W. JoHNsS, CHAIRMAN OF THE SPECIAL COMMITTEE ON PENSION 
PLAN FOR LAWYERS OF THE PENNSYLVANIA BAR ASSOCIATION WITH RESPECT TO 
INDIVIDUAL RETIREMENT ACT oF 1955, H. R. 10 


On June 28, 1955, at its annual meeting the Pennsylvania Bar Association 
adopted the following resolution: 

“Resolved, That the Pennsylvania Bar Association reaffirms its endorsement 
of the principles of the Jenkins bill, H. R. 9; Keogh bill, H. R. 10; and Keating 
bill, H. R. 785, to give equitable tax treatment to the self-employed and enable 
them to make suitable provision for their own retirement, and reaffirms its 
position that similar tax treatment should be given to all persons in similar 
circumstances, whether self-employed or not, so that reasonable individual con- 
tributions to qualified retirement plans shall receive similar treatment, that 
reasonable accepted instrumentalities for accumulating funds against retire- 
ment should be included in the exemption in addition to a restricted retirement 
fund as provided in the bills, and that the tax laws should be amended to 
effectuate the broad purposes of this proposal; and be it further 

“Resolved, That the secretary of the association transmit a copy of this 
resolution to each Senator and Representative from Pennsylvania in the Congress 
of the United States.” 

The foregoing resolution is based upon the basic principle that tax relief 
is necessary if persons who are not members of qualified retirement plans are 
to be able to provide for their old age, but that the method for attaining that 
desirable end should not create other discrimination from the tax standpoint. 
It is believed that new discriminations can be avoided by treating all taxpayers 
as nearly alike as differing circumstances will permit. 

The right to exclude from taxable income amounts expended for retirement 
funding should be extended to include contributions by individuals to pension 
plans qualified under the Internal Revenue Code, provided of course that the 
right to exclude such contributions shall be reduced by the amount contributed 
tax free by the employer of such individual contributor. 

Employed members of noncontributory plans should have the right to exclude 
from taxable income amounts properly set aside for retirement up to the limit 
specified by the act, less the fair value of the amount contributed tax free for 
their account by their employers. 

As a matter of principle, individual retirement legislation should not limit 
further than is absolutely necessary the channels through which individuals may 
save for retirement and should recognize that many prudent people have already 
committed themselves to established savings plans involving various forms of 
investment which should be permitted to qualify. 

It is believed that withdrawal of funds should be permitted at will in the case 
of economic necessity with normal tax consequences, as otherwise there is danger 
of limiting the benefits of the act in general to the relatively well-to-do. 

The permitted exclusion should not be limited to a percentage of earned income 
as such limitation would create technical difficulties and discriminate on the 
basis of the source of income and would prevent one receiving income other 
than from earnings, during a limited period dedicating a reasonable portion of 
such income to retirement purposes on the same basis as others. 

In conclusion it is urged that the legislation be broadened to treat all tax- 
payers as nearly alike as possible and thus avoid new discriminations. 





WINNEBAGO CouNTY Bar ASSOCIATION, 
Rockford, Ill., June 28, 1955. 
Re Individual Retirement Act of 1955, H. R. 10. 
CLERK OF THE COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D. C. 


Dear Str: I have been instructed as the executive secretary of the Winnebago 
County Bar Association to forward to the Ways and Means Committee a letter 
stating that our association is in favor of the Individual Retirement Act of 1955. 

At our annual meeting which was held on June 16, 1955, the Winnebago County 
Bar Association adopted a resolution to the effect that the members of the Winne- 
bago County Bar Association go on record in favor of the establishment of a tax 
deductible insurance or pension plan, as is provided under the terms of the 
Jenkins-Keogh bills in Congress. 
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I hope that this resolution can be put in the record of the hearings which are 
now in progress on the Individual Retirement Act of 1955. 
Very truly yours, 
Wr11aMm C. JACKSON, 
Ezecutive Secretary. 






Tue Bar ASSOCIATION OF SAN FRANCISCO, 
San Francisco, Calif., July 13, 1955. 
Hon. JERE COOPER, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Cooper: The board of directors of the Bar Association of 
San Francisco, at its meeting on June 29, 1955, unanimously adopted the fo!low- 
ing resolution : 

Resolved, That the board of directors of the Bar Association of San Francisco 
hereby endorses and urges the enactment of the principles embodied in the 
Jenkins-Keogh bills (H. R. 9 and 10) by the Congress of the United States. 

Very truly yours, 
BURNHAM ENERSEN, President. 






PENNSYLVANIA BAR ASSOCIATION, 
Lancaster, Pa., July 18, 1955. 
Hon. JERE COOPER, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN CoopEeR: May I take this opportunity to urge affirmative 
and favorable action upon the part of ycur committee on H. R. 9 and 10 ( Jenkins- 
Keogh bills) so that these bills may come before the House of Representatives 
for action. 

Very truly yours, 
Paut A. MUELLER. 





































STATEMENT IN Support oF H. R. 10, INDIVIDUAL RETIREMENT Act or 1955, Sun- 
MITTED BY Haro_p W. Beyer, C. L. U., oF HArotp W. BeYerR ASSOCIATES, AND 
Harry A. Dower, EsqQ., or GeTz, PERKIN & TwINnrna, Esqs., Born or ALLEN- 
TOWN, Pa. 


To the Honorable, the Chairman, and Members of the Ways and Means Committee, 
United States House of Representatives: 

Under the Constitution Congress has the power to levy a tax on incomes. 
Inherent in this power is the power to determine and define what is income and 
to declare what deductions s! all be allowed in arriving at taxable income. It 
is within this framework that the policy of allowing employer’s deductions 
from income for contributions to a qualified pension plan and trust arises. The 
commendable social policy, adopted by Congress in allowing tax relief to provide 
for security in old age, following the thinking of the 1939 report of the Vanden- 
berg committee, resulted in the adoption of an amendment to the Internal 
Revenue Code clarifying the deductibility of such contributions. But it seems to 
us that, if the opposition of the Treasury Department to the proposed H. R. 10, 
Individual Retirement Act of 1955, should prevail, then this policy would 
become negated with respect to self-employed persons. The Government has 
the problem of raising revenue, and the ostensible policy of the Internal Revenue 
Code is to raise revenue in such a manner that the tax burden will fall as fairly 
and equitably upon all persons as can be accomplished, giving effect to what 
Congress cu.rently considers to be fair and equitable. Raising revenue is one 
problem, and providing for security upon retirement is another: it is unfortunate 
that hoth of there problems are dealt with in a revenue-raising measure. 

The opposition of the Treasury Department to H. R. 10 would appear to have 
arisen to prevent the deduction of contribution to a retirement plan for an 
individual taxpayer from being a method of entirely eliminating the payment 
of tax on a part of earned income. The thought seems to be that, if the contri- 
butidn were not deductible, the Government would realize some revenue on this 
transaction that would otherwise be forever lost. However, as we shall point 
out later, we do not believe that the net loss to the Treasury is in any appreciable 
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amount, regardless of the amount of the deduction for individual taxpayers, 
because all of the money eventually becomes subject to tax. It may be that the 
deduction of the retirement plan contributions of an employer for his contribu- 
tions to fund the retirement benefits of his employees as is presently allowed, or 
the contributions of an individual taxpayer to fund his retirement benefits as 
is now proposed, amounts, in effect, to an interest free loan to the taxpayer in 
the amount of the tax on the money applied to fund the retirement benefit, 
payable in stages upon his retirement or in a lump sum at his death. During 
the period that the taxpayer is building up his retirement benefits, he does 
it at a time when it is most convenient to him to accept this loan and postpone 
the payment of taxes. It seems to us that this is the real purpose of the con- 
gressional policy which developed into sections 401 and 404 of the current Internal 
Revenue Code, and, viewed in this light, the opposition of the Treasury Depart- 
ment to H. R. 10 seems to be arbitrary, and has little to do with raising revenue, 
and overlooks entirely the aforementioned social policy of providing for security 
upon retirement, with respect to self-employed persons. 

H. R. 10 is designed to assist self-emp'oyed persons, and others who are not 
now, and will not become, eligible under a pension plan of their employer to 
provide for their security upon rtirement. The persons concerned are taxpayers 
who do not have access to pension or retirement plans which are now partly 
financed through the tax loans mentioned above. If H. R. 10 should be adopted, 
an individual who is not an employee would be able to do for himself, within 
some limitations, exactly the same thing that could be done for him if he were 
an employee. 

Furthermore, as stated before, all income contributed to fund a retirement 
plan eventually becomes subject to tax. The distribution of pension benefits 
under the existing provisions of the IRC becomes subiect to capital gains tax 
at death, at retirement, or at severance if received in a lump sum; or it hecomes 
subject to ordinary income taxes if received as a pension. We assume that the 
payments from the H. R. 10 trust or annuity upon the early death of a self- 
employed person wonld be subtect to a capital gains tex just as are pension hene- 
fits, as mentioned above . Then, after the payment of this tax, the balance re- 
maining will, we assume, be added to his tavab'’e estate for Fe‘eral 
estate tax purposes—and taxed again in his highest estate tax brackets 
In addition, greater sums will he subtect to both the capital gains and estate 
taxes, because the values in the H. R 10 trust or annuity will have b°en increased 
by the money which otherwise would have gone into income taxes if the p°rson 
had not established an H. R. 10 trust or annuity. That is to say, the capital gains 
rate, currently at 25 percent maximum, in most cases will he less than the ordi- 
nary income tax bracket of the individual taxpayer during the years when the 
contributions were made to the H. R. 10 trust or annuity. But that will result 
in a greater value in the estate than there would have been if the individual tax- 
payer received the money in his top tax bracket and accumulated it as ordi- 
nary income subject to tax and with the earnings on the savings also subject to 
his top tax bracket from year to year. This difference between the larger value 
in the H. R. 10 trust or annuity and the smaller value that would have been 
accumulated by after-tax savings will all be subject to capital gains tax and to 
the top bracket of the tax on his estate. This greater value in the estate should 
largely offset the difference in the capital gains bracket when received, and the 
ordinary income bracket over the years when the contributions were made. 
Furthermore, the periodic payments received by the retired self-employed person 
will be subject to ordinary income taxes, and any balance remaining after his 
death will be taxed, we assume, as described above. 

We do not mean to suggest that there will be no net loss in revenue from the 
adoption of H. R. 10. We expect that result, and advocate it because it is from 
the smaller net tax savings and the larger “tax loan” that we expect security 
upon retirement to be funded. We recognize that many persons who might estab- 
lish an H. R. 10 trust or annuity will probably not be able to accumulate enough 
wealth to leave a taxable estate. If this should occur, we submit that persons 
most in need of assistance will be the principal beneficiaries. We also recognize 
that the taxes on capital gains produce less revenue than taxes on ordinary 
incomes. We cannot calculate the net loss in revenue which would result from 
the adoption of H. R. 10; but we submit that unless the Treasury Department has 
given full and fair consideration to the factors we mentioned above, then its 
estimates in the loss of revenue, from $1 billion to $3,500 million are totally 
unrealistic. We are confident that the loss will be much less. 






















INDIVIDUAL RETIREMENT ACT OF 1955 255 









The most serious effect of the opposition of the Treasury Department to H. R. 
10 is that it discriminates against small business; 11,292,000 employees, execu- 
tives, management personnel, and union and nonunion hourly employees, already 
are beneficiaries under company pension plans.* If an employer does not now 
have a pension plan, he or it can easily adopt one, without any difficulty in 
receiving the approval of the Treasury Department, providing that it does not 
discriminate in favor of any class of employees and providing that the employer 
does not participate, thereby providing his or its employees with the same bene- 
fits proposed for self-employed persons under H. R. 10. 

It is the small-business man who is hard hit. The owners of hundreds of thou- 
sands of sole proprietorships and partnerships are discriminated against now 
because of the requirement that a qualified pension plan be established for 
the exclusive benefit of employees. He, the small-business man, and all other 
self-employed taxpayers, should be afforded some relief under something like 
H. R. 10. We are here presenting the case of the small employer who is not 
incorporated, either a partner or a sole proprietor, of the professional man, the 
farmer, the self-employed taxpayer, whoever he is, who is not a corporate execu- 
tive, who does not have the collective bargaining strength of a member of a 
union, who is struggling to pay life insurance and annuity premiums, support 
and educate his children, and to save money out of income taxable to him in his 
top bracket. He needs as much, if not more, security in his old age and protec- 
tion for his family as does an employee, and should not lose the opportunity to 
acquire it simply because he chose to create his own business or profession in- 
stead of living out his life as the employee of an employer with whom he may 
now be competing, and thereby helping to create a true, free market. It is 
vital to the growth of the American system of free private enterprise that all 
individuals may have the opportunity to so choose to live. This discrimination 
against the-small-business man, the professional man, the farmer, or any selt- 
employed taxpayer is, most surely, not in the American tradition. 

In view of the tax relief thinking behind the Vandenberg report and its adop- 
tion into the Internal Revenue Code, in view of the tax treatment that we as- 
sume will apply to the benefits coming out of the H. R. 10, annuity or trust, 
in view of the discrimination against the self-employed person, it seems to us 
that the Ways and Means Committee might properly recommend tle passage 
of the proposed H. R. 10, Individual Retirement Act of 1955, or adopt some 
legislation which will establish equitable conditions under which the self-em- 
ployed taxpayer may set aside from gross income, without the present application 
of any tax, properly limited sums of money, which will later become subject 
to tax upon the use of such moneys at death, at disability, or upon his retire- 
ment. It seems to us that such treatment of earned income most fully represents 
an equitable division between the portion of the earned income which becomes 
the “private property” of the individual who earned it and the portion of it 
which becomes the “public property” of the free system of life and thought which 
gave him the opportunity to earn it. 















































OAKLAND, CALIF., June 21, 1955. 
Hon. JERE COOPER, 
Chairman, House Committee on Ways and Means, 
New House Office Building, 
Washington, D. C. 


Dear Str: The undersigned bas received notice that on Monday, June 27, and 
Tuesday, June 28, the committee of which you are chairman, will hold public 
hearings in regard to the proposed Individual Retirement Act of 1955. 

Concerning the same, the writer hopes that your committee will favorably 
recommend some form of an Individual Retirement Act, in order that an exclu- 
sion may be allowed individuals from their gross income for amounts paid by 
them toward a retirement fund, either as deposits therein or premiums paid 
upon retirement-annuity contracts. This problem is of particular importance 
to all individual professional personnel, such as doctors and lawyers. 

Thanking you for your courtesy and consideration in reviewing this matter, 
I am 
Yours very truly, 


LESTER S. McELWAIyN. 


1 BLS release, dated Dec. 24, 1954. 
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MILWAUKEE, Wis., June 24, 1955. 
Mr. JERE Cooper, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 

Dear Str: The Keogh bill which provides for the establishment of voluntary 
pension plans by individuals, is coming up before the House Ways and Means 
Committee on June 27. 

As a practicing attorney I urge the passage of the bill. This legislation will 
be beneficial to professional and self-employed persons, who are not covered by 
employer-paid pension plans, 

Very truly yours, 
Louis L. MELDMAN. 


San Francisco, CaAuir., July 18, 1955. 
Hon. Jere Cooper, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C.: 
This day the board of directors of the Barristers’ Club of San Francisco en- 
dorsed and urged the enactment of the Jenkins-Keogh bills (H. R. 9 and H. R. 10). 
WitiiAM T. BaGtey, Secretary. 


GREAT Fats, Mont., July 18, 1955. 
Ways AND MEANS COMMITTEE, 


House of Representatives, Washington, D. C.: 
We strongly support and urge passage of Jenkins-Keogh bill. 
WUERTHNER & WUERTHNER. 





Mrissourt Bar, INTEGRATED, 
St. Louis, Mo., July 14, 1955. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 


Dear Mr. ConGRESSMAN: I am advised that H. R. 9 and H. R. 10, popularly 
known as the Jenkins-Keogh bills, are presently being considered by the House 
Ways and Means Committee. 

It may be of interest to you to know that the board of governors, the authori- 
tative hody of the Missouri bar, composed of all of the lawyers of the State of 
Missouri, has repeatedly approved and recommended the passage of these bills 
as a means of giving to self-emploved persons the same income-tax treatment 
given to individuals employed by others. 

As you know, the present emphasis in labor relations and management fields 
is on what are known as “fringe” benefits, including pension plans. The result 
is that today a very large number of those gainfully employed, from the lowliest 
to the top executives, are building up retirement funds through pension plans, 
on the proceeds of which they will have to pay taxes on only a capital-gains 
basis. 

Lawyers, aS you may also know, have a problem peculiar to them in that a 
Inrve portion of their lifetime earnings is compressed into a relatively short 
period of time. It takes a considerable number of years for members of the bar 
to’ develop a practice that yields them more than enough for a very modest 
livelihood. In fact, the national average income for independently practicing 
lawyers is only about $8,900—and in Missouri $7,900. And the bulk of the 
luwvyer’s earnings are received from about the early forties to the late fifties, 
during a 15-year span. 

Yet during this period when he might hope to lay something by for his old 
age, the lnwyer’s income taxes increase progressively, since the net profits from 
his practice are earned income under the income-tax laws. The result, as we 
know from personal experience, is that the purchase of retirement insurance or 
any other method of creating a retirement fund is virtually impossible. 

The Missouri bar believes that it will be only fair and equitable to allow all 
professional and self-emnployed individuals to enjoy the same benefit given to 
employees of businesses, by permitting them to deduct a reasonable percentage 
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of their earnings to be paid into a retirement fund; and to tax the retirement 
benefits, when received, on a capital-gains basis. 
For these reasons, the Missouri bar respectfully urges the approval by your 
committee of H. R. 9 and H. R. 10. 
Very sincerely yours, 
RvuSsSELL H. Doerner, President. 






LAW OFFICES OF CHANDLER, SHEPHERD, HEISKELL & WILLIAMS, 
Memphis, Tenn., July 15, 1955. 
Hon. JERE COOPER, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

DeaR Mr. Cooper: Walter Chandler has communicated with you heretofore 
regarding the proposed legislation to bring lawyers under social security or some 
similar basis for retirement. We understand that the Ways and Means Com- 
mittee is to take up consideration of this legislation on Tuesday. If Walter 
were in this country, I feel sure he would want to appear with the other mem- 
bers of the committee appointed by the president of the American Bar Association 
to request your approval of legislation along this line. Since Walter is now in 
Europe, I have taken the liberty of sending the enclosed wire in his name and 
I wish also to convey to you my personal interest in the success of this legislation. 

The capital investment of a lawyer is his mental training and continued study 
and improvement through experience and practice. If this investment could be 
reduced to dollars, it would represent hundreds of thousands of dollars invest- 
ment by each A. V. lawyer: yet, when a lawyer retires, he loses his entire capital 
investment. Some relief should be granted through appropriate legislation to 
put the lawyer on a basis at least as high as a laborer. 

Hoping that your committee sees fit to report the matter out favorably, I am, 

Yours very truly, 



























LONGSTREET HEISKELL, 






CHANDLER, SHEPHERD, HetsKer. & WILLIAMS, 
Memphis, Tenn., July 15, 1955. 
Leo H. IRwInN, 
Clerk, Ways and Means Committee, 
House of Representatives, Washington, D. C.: 

Please convey to each member of the Ways and Means Committee my sincere 
desire to have H. R. 10 reported out favorably. Understand this bill is on com- 
mittee’s calendar for Tuesday morning. 

WALTER CHANDLER, 
Member, Committee, American Bar Association. 


MEMORANDUM IN Support oF H. R. 9 AND 10, SupMITTED ON BEHALF OF THE NEW 
York Stock EXcHANGE By G. KretirH FUNSTON, PRESIDENT 





The problem of making provision in our revenue laws whereby the self- 
employed can provide for their retirement on a basis comparable to that per- 
mitted corporate officers and employees has been before the Congress for 5 years. 
Hearings on this subject and on specific bills have been held by this committee 
on several occasions. The problem, admittedly, has many ramifications. How- 
ever, the solution is of extreme importance to millions of taxpayers-—not only the 
self-employed, but employees of concerns which do not have established pension 
plans. It is urged that an early solution be found. 

A large part of the taxpaying public is excluded under present law from 
the benefits provided under pension, stock bonus, profit sharing, or annuity plans 
which qualify under section 401 of the Internal Revenue Code. The groups 
excluded include all businessmen doing business as sole proprietors, groups 
such as security dealers and brokers where the business is ordinarily conducted 
in partnership form, and professional men and women, including doctors, lawyers, 
accountants, and architects, whose services are performed as individuals. 

Under present high progressive income tax rates, an individual cannot count 
upon putting aside sufficient savings out of current earnings to provide against 
the day of retirement from active business. Corporate business has been 
encouraged by our tax laws to alleviate this problem for its employees and 
for its executives by setting up pension, profit-sharing, or stock-bonus plans. 
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No such opportunity exists for the self-employed to make provision for their 
own retirement. 

The unfairness of the discrimination has long been recognized. The most 
practical measure of alleviation yet offered is that contained in the Keogh- 
Jenkins bills, now before this committee as H. R. 9 and 10. 

Many other proposals along these same lines, as well as bills which have 
been drafted with somewhat different approaches, have been before you. The 
large degree of support which H. R. 9 and 10 have received from such repre- 
sentative groups as the Association of Stock Exchange Firms, the National 
Federation of Business and Professional Women’s Clubs, the American Farm 
Bureau Federation, National Society of Professional Engineers, the American 
Dental Association, the American, Institute of Accountants, the American Bar 
Association, the American Medical Association and numerous other professional, 
business, and labor groups is impressive testimony, not only as to the extent of 
the problem, but the adequacy of the solution suggested. 

The bill in its present form has been amended in many details since its first 
introduction in 1952. Further improvement perhaps is still possible. However, 
I hope that the present Congress will take some first step in putting into effect 
this long-needed.and much-deferred improvement in our tax laws. 

The members of the New York Stock Exchange, are one of the smaller groups 
that would be affected by this legislation. However, their problem is typical 
of that of the small-business man in a service industry. Until 2 years ago, no 
member firm of the stock exchange was permitted under our rules to do business 
in corporate form. More than 95 percent of our member brokers still do business 
as individuals or as members of partnerships. Although a stock exchange firm 
can set up a pension plan or a profit-sharing plan for its employees, those firms 
which have such plans are precluded from extending participation to their 
partners—whether the senior-capital partners or the junior-producing partners. 
It is not a question, as with a corporation, of the plan not favoring the owners 
or higher-priced executives. Partners—and other self-employed—are exluded 
entirely. 

The same reasons that imrelled Congress, beginning about 15 years ago, to 
permit corporations to deduct as a business expense payments into a properly 
constituted employee’s pension plan apply with equal force to permitting the 
self-emloyed and the pensionless employed to make similar deductions of funds 
properly segregated to provide retirement benefits. The proposed legislation is 
justified, not only on the basis of equity but as giving incentive to the individual 
business and professional man to provide for his own future security. 

On behalf of the New York Stock Exchange I respectfully urge the approval 
by your committee of H. R. 9 and 10 and the enactment of their provisions 
into law. 


WASHINGTON 6, D. C., July 6, 1955. 
Hon. Jere Cooper, 
Chairman, House Ways and Means Committee, 
Washington 25, D.C. 

Drar Mr. CHAtRMAN: I enclose herewith a letter from Herman N. Levin, 
president of the Leatue of New York Theatres, Inc., and the National Association 
of the Legitimate Theatre, Inc., in surport of H. R. 9 and 10 which are presently 
under consideration hy your committee. 

I shall greatly appreciate it if the letter of Mr. Levin is included in the 
hearin’s of your committee in connection with these bills. 

Sincerely yours, 
Ratpeu EF, BECKER, 
Washinaton Counsel, League of New York Theatres, Inc., 
and National Association of the Legitimate Theatre, Inc. 


THE NATIONAL ASSOCIATION OF THE LEGITIMATE THEATRE, INC., 


July 6, 1955. 
Hon. Jere Cooper, 


Chairman, House Ways and Means Committee, 
Washington 25, D. C. 
DEAR Mr. CHAIRMAN: On behalf of the legitimate theater industry and the 
thousands of independent producers, writers, actors, and others engaged in the 
industry, I urge that your committee give favorable consideration to the proposals 
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contained in H. R. 9 and 10 of the 84th Congress. These bills would correct a 
grave inequity against self-employed individuals who, under the present tax laws, 
are virtually deprived of an opportunity to put aside savings in an adequate 
pension or retirement program. Under the bills the favorable tax treatment 
which has long been granted corporate employees and executives would be 
extended to the forgotten men in the American system, the self-employed 
individual. 

The theatrical industry and its various segments are peculiarly and adversely 
affected by the present tax rates. The members of the industry characteristically 
receive fluctuating incomes. Play producers, for example, may have 1 or 2 
good years and then several years during which their income is sharply reduced. 
Under the progressive income tax rates, most of their profits are taxed away 
during the good years and no effective adjustment is made for the lean period. 

One of the greatest inequities of the present tax system is that individuals 
with fluctuating income are taxed much more heavily on the same total aggregate 
of income than those persons whose income is relatively stable. There is grave 
need for the introduction of some reasonable method of tax averaging. Under an 
averaging system, the individual would be subjected to the same progressive 
rates but recognition would be given to fluctuations in income over a period of 
years. The averaging principle has already found its way into the tax law in 
several instances, such as the provision allowing income derived from certain 
types of services to be taxed over a period of 36 months or more, but these 
provisions are not generally available. In lieu of the hodgepodge of existing 
law, the time has come for the adoption of a more general averaging provision 
which would supplant and replace many of the present provisions. 

H. R. 9 and 10, while not directed to the problem of averaging as such, would 
tend to alleviate, in substantial measure, the inequities incurred by these self- 
employed individuals whose income is subject to severe and radical change. 
In addition, the bills deal with a fundamental problem of the entrepreneur in 
industry, that of providing for his old age. The present high surtax rates make it 
difficult for the self-employed person to purchase out of his funds after tax 
sufficient retirement protection for his declining years, although security in 
old age is recognized today as an essential condition for economic welfare. 
Many of those who would prefer to stay in business for themselves are forced 
into corporate employment in order to attain some measure of protection for their 
later years. I am sure you would agree that the tax system should not dis- 
criminate against self-employment which is the lifeblood of small business and 
of a vigorous capitalist system. 

The artistic professions, such as writing, designing, acting, the performing 
artists, and play producing, which are essential to the cultural life of our Nation, 
suffer many disadvantages under the present tax system by comparison with 
activity in nonartistic fields. It is a gross inequity of our present laws that 
the inventor qualifies for capital gains but the author or playwright is taved 
upon the proceeds of his work as ordinary gain. Justice and fair play require, 
as a minimum, that the individual who is taxed on earned income should at 
least be able to set aside sufficient funds for his old aze. 

As president of the League of New York Theatres and the National Association 
of Legitimate Theatres, Inc., I strongly recommend to your committee and to 
the Congress the present tax discrimination against the self-employed be elim- 
inated and that they be granted equitable tax treatment with respect to 
contributions to qualified retirement programs. 

Sincerely yours, 
HERMAN N. LEVIN, 
President, the National Association of the Legitimate Theatres, Inc., and 
League of New York Theatres. 


INVESTMENT BANKERS ASSOCIATION OF AMERICA, 

Philadelphia Pa., June 29, 1955. 
Re H. R. 9 and H. R. 10. 
Mr. Leo H. Irwin, 


Clerk, Ways and Means Committee, House of Representatives, 
House Office Building, Washington, D. C. 


Dear Mr. Inwin: I am writing this letter with respect to H. R. 9 and H. R. 10 
as president of the Investment Bankers Association of America, and I would 
appreciate your having it included in the record of the hearings on these meas- 
ures which were held earlier this week. 
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sy way of identifying our association, it is an unincorporated, nonprofit trade 
organization, the membership of which is made up of 806 firms which under- 
write and deal in all types of securities. These firms, in addition to their main 
offices, have 1,222 branch offices, and are located in all parts of the country. 

In a high-tax economy such as ours, fairness or ordinary justice would seem 
to be possibly the most important single factor in determining changes to be 
made in our revenue laws. For this reason our association is much interested in 
changing a basic unfairness which now exists. 

Our association is composed of many small businesses, of which an important 
part are organized as partnerships. The individual members of these partner- 
ships are under present tax laws denied the advantages enjoyed by employees 
and officers of corporations who via pension plans and profit-sharing plans may 
accumulate savings for old age. H. R. 9 and H. R. 10 would diminish the dis- 
crimination against members of partnerships and permit them to build their own 
retirement reserves from their earnings on a tax-deferred basis. 

A factor which makes relief of the kind provided in H. R. 9 and H. R. 10 of 
especial interest to us is that income from the securities business tends to be 
highly variable. Federal taxation on earned income at present high levels 
removes virtually all the profit from good years and makes saving to provide for 
retirement, which ordinarily happens in the good years, practically impossible. 
For ths reason, tax deferment of the kind proposed in these bills seems particu- 
larly important to us. 

The matter of providing equitable treatment with respect to the accumulation 
of reserves for old age by self-employed individuals equivalent to those permitted 
to corporate officers and employees under section 401 of the Internal Revenue 
Code has been before the Congress for 5 years. Many hearings have been held, 
and svec'‘fic bills have been prepared and improved upon. H.R. 9 and H. R. 10 
are the results of these years of work and study. In addition to this association, 
they have the support of many other representative groups of self-employed per- 
sous, including farmers, professional men, and businessmen. 

I urge, therefore, on behalf of the members of our association the approval 
by your committee of H. R. 9 and H. R. 10. 

Sincerely yours, 
Watter A. Sco Mmmpt. 





STATEMENT BY THE NATIONAL RetarL Dry Goons ASssocrIATION, NEw York, N. Y. 


This statement is for the purpose of presenting the position of the association 
on House bills H. R. 9 and 10 cited as the “Individual Retirement Act of 1955” 
which proposes that self-employed people be permitted an exclusion from gross 
income, within spec‘fied limits, of amounts paid to restricted retirement funds 
or premiums paid under a restricted retirement annuity contract. 

The National Retail Dry Goods Associatien is a trade association with a mem- 
bership of over 7,000 department and specialty stores onerating in all 48 States, 
the D‘strict of Columbia, Hawaii, and Alaska. These stores employ many 
thousands of people and do between 11 and 12 billions in total annual sales. 

Retailers have a keen interest in H. R. 9 and 10 because of the fact that many 
retail businesses are operated hy individual proprietors or as partnerships who, 
as such, are ineligible to participate in a qualified deferred compensation plan. 
Moreover, there are many people employed in the retail field who are not 
eligible to become members of qualified pension or profit-sharing plans. 

Congress has long recognized the need of providing for the individual worker 
in his old age through the implementation and extension of our present social- 
security system. In its wisdom, the Congress has sought the assistance of 
private enterprise in meeting the financial needs of the retired worker by provid- 
ing tax inducements to employers who established pension plans which quali- 
fied under the Internal Revenue Code. The qualified plan offers the following tax 
benefits : 


1. Deduction by the employer, within specified limits, of amounts paid 
into the plan: 

2. Deferral of income by the employee until the year benefits are received ; 

8. Tax exemption of income from funds set aside to pay benefits. 


There is no sound reason why the privilege of deferring the receipt of income 
until after retirement should be limited to the individual who occupies an em- 
ployee status. On the contrary, such a limitation has the effect of discrimination 
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when the same amount of income is taxed differently depending upon whether 
the recipient is self-employed cr is an employee. 

The need to provide financial security is no less meritorious in the case of 
the self-employed as with the employee. Congress recognized this fact in 1950 
when legis.ation was enacted to inciude most self-employed people within the 
Social Security Act. As previously indicated, Congress, by providing tax relief 
has encouraged the supplementing of social-security payments with additional 
benefits financed under private plans. Such tax incentives should likewise be 
extended to cover the self-employed individual as well. It is readily apparent 
that without some measure of relief from the high tax rates levied on current 
income that it is exceedingly difficult for an individual not covered under a 
qualified plan to set aside funds to be used to provide adequate financial support 
upon retirement. H. R. 9 and 10 would provide the self-employed with the 
means to accomplish this objective by granting to them the same tax relief now 
accorded to beneficiaries of qualified employee benefit plans. 

Our association in supporting this bill believes that it should be amended in 
one particular. As H. R. 9 and 10 are presently drawn the exclusion from 
gross income of amounts paid into a restricted retirement fund or to a life- 
insurance company as premiums, does not include contributions by the employee 
to a qualified pension plan. The effect of the proposed bill would be to grant 
the self-employed a greater tax beneit than it permits those who are employed 
and are contributing toward a retirement annuity plan. 

Accordingly, it is recommended that section 2 of H. R. 10 be amended to 
permit an exclusion from gross income of amounts contributed by employees 
to qualified pension plans, limited to the extent provided in proposed section 121 
(b) thereof. 


New York, N. Y., June 24, 1955. 
EUGENE J. KroGH, 
House of Representatives, Washington, D. C.: 

The Society of Industrial Designers, which is a national professional organi- 
zation, with chapters located throughout the country, wholeheartedly supports 
H. R. 9 and H. R. 10. We urge that you act favorably on this bill so that it 
can be submitted to the House. 

Society OF INDUSTRIAL DESIGNERS, 
GEORGE CUSHING, 
Chairman, Pension and Insurance Committee. 


H. R. Geriacny, 
PARK RIpb¢kE, ILL., June 21, 1955. 
The House WAYS AND MEANS COMMITTEEF, 
The House Office Building, Washington, D.C. 


GENTLEMEN: It has just come to my attention that your good committee is 
going to hold public hearings in a few days on a bill sponsored by Representatives 
Keogh and Jenkins, allowing individuals to postpone taxes on money put aside 
for their own ovluntary pension plans. 

I would like to voice my opinion about this but let me emphasize first that I 
represent no pressure group; I am not employed by any insurance company. I’m 
just an ordinary individual who several years ago bought an insurance policy on 
which I now pay annual premiums with the hope that this will some day provide 
at least a partial pension for me. 

I am employed in the printing industry in a sales capacity, own my own home, 
and have the typical family where the daughter is enrolled in a college and the 
boy in a grade school. 

I only mention this because it gives you some idea of the type of setup that 
I, as an individual, am in and it so happens that the company I am working for 
does not have any pension setup. 

It is my hope that for those millions of people in positions similar to mine as 
well as self-employed persons in small establishments, and possibly doctors, 
accountants, farmers—all groups of workers who are not covered by employer- 
paid pension plans that such a bill will pass. 

In connection with the public hearings on June 27 and 28, should the committee 
be interested in having any further information or testimony from me, I shall 
be more than pleased to appear at my own expense. It is also noted that the bill 
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as now prepared would put a limit on the amount of retirement funds that would 
be put away each year that would be tax free and I think this is perfectly rea- 
sonable and logical. 

I have sent a letter on this subject to Senator Dirksen and Representative 
Church, both of Illinois, asking that they too consider passage of the bill should 
it reach the floor of the two Houses and, of course, I hope it does. 

Thanks again for your consideration of the opinion of a very ordinary American 
citizen and if there is anything further I can do, please call on me. 

Yours very truly, 
H. A, GERLACH. 


THE Krirsy Co., 
Orlando, Fia., July 6, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


HoNoORABLE Sir: The Individual Retirement Act of 1955, H. R. 9 and H. R. 10, 
were received on June 16 and I want it to be known that I am strongly in favor 
of any legislation which may result in the enactment of an individual retirement 
plan for professional men or individuals owning and operating small businesses. 
Our business happens to be one of them. I have been in the same business for 
30 years and feel that the small-business man is entitled to at least mediocre 
benefits as compared to the elaborate pension trusts set up by corporations. 

A strong argument in this favor ts the fact that the small-business man must 
create through his own ability and initiative all that which may be required to 
produce a pension at a later date; whereas, the employee of a corporation merely 
contributes his time from day to day without the necessity of a capital contri- 
bution or the mental strain which accompanies the owner of a small business 
today in an effort to protect his capital and make certain of the continuance of 
his own job. 

I don’t know what support I might be able to give this measure or to whom I 
should write, but I assume that our two Senators, Smathers and Holland, would 
be the proper individuals to acquaint with the merits of this measure. 

Your further advice will be greatly appreciated. 

Yours very truly, 
A. W. HUEMME. 


St. Louis, Mo., July 11, 1955. 
Congressman JERE CooPeER, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


DEAR Mr. Cooper: May I urge you to make an effort before adjournment to 
pass the Jenkins-Keogh bills, permitting self-employed persons to set up retire- 
ment funds, nontaxable until used. Workers for a corporation now have a big, 
unfair advantage. Why should this inequity continue to exist? Really, in fair- 
ness it should be changed and then made retroactive for some years. 

Respectfully yours, 
C. P. McKINNEY. 


HoRNBLOWER & WEEKS, 
Chicago, Iil., July 14, 1955. 
Hon. Jere Cooper, 
House Office Building, Washington, D. C. 

HONORABLE Cooper: My partners and many of my friends are very interested 
in bills H. R. 9 and H. R. 10. 

We feel strongly that professional and self-employed persons should be per- 
mitted to accumulate reasonable sums for retirement, on a basis comparable 
with other individuals who are able to accumulate pension benefits, on a tax-free, 
or deferred-tax basis. 

Many of my friends have discussed this matter at some length and are watching 
with keen interest the developments on these two bills in the present Congress. 

Very truly yours, 
CLintTon P. WALKER, Jr., Partner. 
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THE AMERICAN COLLEGE OF RADIOLOGY, 
Chicago, IU., July 15, 1955. 
Hon. JERE CoopPER, 
House of Representatives, Washington, D. C. 

DEAR REPRESENTATIVE Cooper: The American College of Radiology, an organi- 
zation of physicians specializing in the diagnosis and treatment of diseases and 
injuries by use of X-ray, radium, and radioisotope, strongly urges your support 
of the Jenkins-Keogh bills (H. R. 9 and 10). 

These bills will allow the self-employed the same advantages currently en- 
joyed by corporate employees by the establishment of tax credits toward voluntary 
retirement plans. We feel that equity within the tax structure requires enact- 
ment of legislation placing the self-employed in the same relative tax position 
as employees of the corporation. 

We urge your favorable consideration of these bills. 

Sincerely yours, 
WILLIAM C. STRONACH. 


HUNTER-THOMAS ASSOCIATES, 

Cleveland, Ohio, June 21, 1955. 
Subject: Individual Retirement Act of 1955 (H. R. 9 and H. R. 10). 

Hon. JERE Cooper, 
Chairman, Committee on Was and Means, 
Room 1102, New House Office Building, 
Washington, D. C. 

Dear Mr. Cooper: This is addressed to you as chairman of the House Ways 
and Means Committee and to the members of the committee in connection with 
your consideration of subject act. 

Subject act should be approved by the committee and passed by the House. 
The tax situation of individuals, like myself, who are self-employed, makes it 
almost impossible for us to provide adequate resources for our old age. This 
bill is not asking the Federal Government to do anything for us. It is simply 
asking that we be permitted to do something for ourselves. There is no way 
in which we self-employed individuals can set up retirement plans or pension 
plans for ourselves except out of what money is left to us after paying our 
personal-income taxes. In very many instances these taxes are at a higher rate 
than even the corporation-income tax. 

The intent of subject act is simply to give self-employed people tax treatment 
somewhat comparable to that afforded to officers and employees of corporations. 
A corporation can set up a retirement fund or pension plan for its employees 
and the cost charged to the corporation as a legitimate business expense. We 
self-employed individuals can do nothing of this kind. We can build up no 
pension or old-age security except from after-taxes money. It is certainly 
inequitable that we Americans who rely entirely upon ourselves shou!d not have 
opportunities to provide for our old age comparable to the opportunities afforded 
individuals employed by corporations. 

I am very fearful that the committee may look upon this act as something 
designed only, or primarily, to benefit self-employed professional people, such 
as doctors, lawyers, dentists, consulting engineers, etc., in other words, those in 
higher-than-average income brackets. Such is certainly not the case. Consider- 
ation should be given to the fact that there are millions (10 million estimated) 
of individuals involved and most of these are farmers or the small, unincorpo- 
rated businessmen running little shops, or stores, or service businesses. 

I would like to point out that the provisions of subject act prevent excessive 
retirement funds or any abuses. The amount which could be excluded in any 
year from an individual’s gross income for investment in retirement could not 
exceed 10 percent of his income, or $7,500, whichever is smaller, and the total 
amount which he could ever exclude could not exceed $150,000. 

In the interest of self-employed Americans anxious to make their own provi- 
sions for their old age without governmental handouts I ask your favorable 
consideration of the subject act. 

Yours very truly, 


W. B. THomas., 
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Dorow MACHINE TOOLS, 
Wichita 7, Kans., July 1, 1955. 


Subject: Individual Retirement Act of 1955 (Jenkins-Keogh bills). 


The CLERK, House WAYs AND MEANS COMMITTEE, 
New House Office Building, Washington D. C.: 


As a self-employed small-business man, employing 2 full-time and 1 half-time 
employees, I, as one of tre many similar self-employeds, am greatly interested 
in subject bill and would like to know more of its complete outline. I understand 
only so far, that it would permit some 10 million self-employeds to exclude from 
income tax annually, up to 10 percent of their income, or $7,500, whichever is 
smaller. 

It appears that beneath its proposing, there is genuine concern for enabling 
present small businesses, which incubate future larger businesses, to have at 
least a better chance for survival than seems in prospect at the moment. 

For your consideration, the following suggestions are sincerely made, to be 
woven into Jenkins-Keogh bill activities if at all possible, in order to combat 
further socialistic trends within our borders, and to prolong the constitutional 
freedoms the United States of America has enjoyed for only a short one-hundred- 
and-eichty-odd vears out of history’s long despotic and bureaucratic ages. 

(1) Base retirement tax credits for self-employeds not on income tax, but 
instead, base it on reduction of social(istic un)security taxes. Social slavery 
taxes on self-employeds (and all others, too) have skyrocketed over 55 percent 
inl year alone. (1954 versus 1953 earnings; rate jumped from 24 to 3 percent, 
and taxable base was increased simultaneously from $3,600 to $4,200.) This 
present monstrosity of social slavery is that 1937 baby which crawled in our back 
door presumably for the benefit only of the poor working people. Now it is 
only in its teens and already consumes tax dollars like a porker with all four 
feet in the trough. Stop this social slaver now; retard it, delay it, cut it back, 
give tax credits against it. to self-employeds and all others, too, who are already 
meshed under it. Do this now, before the lad grows up and becomes your master 
as well as master of voting constituents. 

(2) To give sound basic encouragement to self-employeds to sweat it out and 
continue in business a while longer (if possible) incorporate some way in 
Keogh-Jenkins bill, exemption from, postponement of, of cancellation of the 
impending further enslavement of really small businesses, who have between 
4 and 7 employees. In otber words on January 1, 1956, employers of only 4 or 
more employees will be forced against their unexpressed wills to pay Federal 
unemployment taxes which now are paid only by employers who have 8 or more. 
The smaller the business, the more it must be babied, if you will, or rather 
given freedom to grow. Don’t smother your small-business people, don’t be child 
labor business slave drivers, in other words, don’t expect small businesses of seven 
or less employees to be able to afford extra expenses of keeping more extra books, 
of keeping up on more regu-strangulations, of extra tax consulting on unem- 
ployment contributions—plus the necessity of paying out still more cash for taxes 
to support loafers and deep sea divers who look for work in Kansas. 

Zusiness profit margins are shrinking fast, and when many self-employeds are 
unwittingly but nonetheless surely forced out of business by additional social 
slavery taxes, additional loans on four or less through unemployment tribute, 
then God help this Nation endure its future bondage to tyranny, because our 
freedoms will have become past history. 

(8) To enable you to (a) reduce social slavery taxes, and (b) promote 
retirement for self-employeds, and yet (c) be fair to the interest of our citizens 
who are not self-employeds, this further suggestion is made. Some objectors 
to reducing or eliminating social-security taxes will say it can’t be done, because 
to refund amounts already paid in by individuals would be a staggering problem. 
Not at all, gentlemen, the problem is none at all where freedom is at stake. 
I hereby suegest that as a qualification for presently covered self-employeds to 
enjoy permanent future exemption from any and all social slavery tax payments, 
that they sign off from all its mythical future benefits, and as a payment toward 
freedom in dollars, donate, give up, sign over to Uncle Sam all the socialistic 
tax moneys already collected in their accounts. 

I for one, as a self-employed now, would gladly donate all contributions already 
made since 1937 and sign off all future benefits, if I’d be guaranteed I’d not have 
to pay in 1 cent more in such a scheme which served the socialistic interests 
so well of Bismarck, Stalin, Lenin ,and Hitler, before Roosevelt started it here. 
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To sum up for now, if you would like to construct a Jenkins-Keogh bill with 
some statesmanlike freedom foundations to it: 

1. Base it on tax credits to reduce ruinous, immoral, rapidiy growing social- 
(istic un) security taxes, rather than on income taxes which are growing smaller 
due to shrinking taxable incomes of self-employeds (and many others, too). 

2. Encourage self-employeds to retirement eventually, by relieving them now 
of impending new burdens scheduled for January 1, 1956. Do not ever let 
unemployment contributions be collected from employers of seven or less em- 
ployees. If that does fall on those of 4 or more, it is only a matter of a few 
years and those with 1 or more will be loaded down, also, if any exist then. 

3. Separate the sheep from the goats. Give self-employeds an honest, open, 
free American choice (not a socialistic Russian roulette choice). Give them a 
chance to be free of social (security?) slavery chains again, for their own 
futures, if they’ll erase UncleSam’s possible refund by donating all past taxes 
collected in their social-security accounts. 

Respectfully and sincerely suggested for freedom’s guards to act upon, not for 
social planners to pigeonhole. 

Ray O. Dorow, 
Owner of Dorow Machine Tools, Age 43, Self-employed Since 1948. 


NATIONAL Foop BROKERS ASSOCIATION, 
Washington 4, D. C., June 27, 1955. 


Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington 25, D. C. 

Dear Mr, Cooper: This association wishes to take its stand along with the 
many other groups representing self-employed proprietors or partners who 
endorse the passage of the legislation known as the Individual R°tirement Act 
of 1955. We present this letter as our expression on this subject for inclusion 
in your committee report. 

Our association and its 1,800 member firms, composed largely of self-employed, 
independent businessmen all over the Nation have endorsed the principles of 
bills such as H. R. 9 and H. R. 10. We accordingly urge the passage of such 
legislation to bring the small-business community on a par with the rest of our 
economy on pension matters. 

Many self-employed proprietors or partners cannot take advantage of the 
Federal income-tax provisions for deferring income tax on compensation cur- 
rently earned but held in a retirement fund—the tax on the employee being 
deferred to the year or years when he receives the retirement benefits. 

The Jenkins-Keogh bills represent a measure mitigating the burdensome effect 
of present taxes on proprietor and partner individuals and consequently repre- 
sent a measure of improvement of small-business opportunity and incentive. 

At a convention of this association held a few years ago, the members endorsed 
the same proposal expounded in a bill before the Congress that year. The 
association and its membership have not changed their views on the need for 
such legislation. Accordingly I quote from this resolution, and urge that this 
84th Congress do enact the legislation which is so badly needed to provide 
incentive to the self-employed, H. R. 9 and 10: 

“Whereas self-employed persons have not had the opportunity to participate 
in pension plans other than Federal social security; and 

“Whereas many self-employed persons desire to participate in such plans 
so as to make adequate income provision for their retiring years but are faced 
with the almost insurmountable problem of laying aside funds for such retire- 
ment purposes after paying great overhead costs and heavy taxes: and 

“Whereas there is pending in Congress a bill * * * which would encourage 
the establishment of such programs by excluding from the individual’s gross 
income in the taxable year a specified portion of those earnings for such vear 
paid within such year to a restricted retirement fund, or to a life-insurance 
company as premiums under a restricted retirement annuity contract: There- 
fore be it 

“Resolved, That we, the members of the National Food Brokers Association 
an organization composed largely of self-employed, independent businessmen, 
do herebv endorse the principle of encouraging individual participation in retire- 
ment funds. * * *” 

Sincerely yours, 


WATSON ROGERS, President. 
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STATEMENT oF Don E. Mowrey, EXECUTIVE SECRETARY, NATIONAL ASSOCIATION OF 
FURNITURE SALESMEN 


My name is Don E. Mowrey, and I am executive secretary of the National 
Association of Furniture Salesmen, with headquarters in Chicago. Our organi- 
zation is truly national, with members in every State, and with 41 member bodies 
at the State and local level. 

We respectfully urge approval of H. R. 9 and H. R. 10, which would enable 
our members to finance their own pensions through tax-free savings within the 
limitations provided in the bills. 

Most of our members are commission salesmen who pay their own expenses 
of travel and buyer entertainment. It is extremely difficult for them, in view 
of today’s high costs and taxes, to save significant amounts. When one com- 
pares their net incomes with those of office and production employees—with the 
high risks which salesmen undertake, on the one hand, and the security and 
benefits which the sheltered employees enjoy, on the other, it is hard to under- 
stand why these “knights of the road” continue their uneven struggle to keep 
the wheels of industry turning. 

Salesmen just are that kind of people. They prize their independence and 
are willing to risk their capital and comfort to continue in their way of living. 
But they do so despite increasing discouragements—and one of these is the 
difficulty of providing for their own declining years. 

We are all agreed that saving and spending both contribute to a healthy 
economy. Today the salesman encourages others to spend, by stimulating their 
appetite for goods and satisfactions. He helps to keep the economy going full 
blast, which in turn makes saving pssible. But while he spends far more than 
others, just to earn a living, he finds it hard to save. Simple justice seems to 
dictate that a way be found to correct this situation. We feel that H. R. 9 and 
H. R. 10 may redress the balance. 

I thank you. 


STATEMENT OF JAMEs L. GREENBAUM, PRESIDENT, NATIONAL ASSOCIATION OF 
WOMEN’S AND CHILDREN’S APPAREL SALESMEN 


My name is James L. Greenbaum, and I live at 21988 Bryon, East, Shaker 
Heights. Ohio. I am president this year of the National Association of Women’s 
and Children’s Apparel Salesmen, an organization of traveling men who dwell 
all over the United States, and who are banded together in 53 local associations 
which helong to our group. 

Two years avo we had the privilege of appearing before your honored com- 
mittee to support the Jenkins bill. We still feel that this legislation should be 
adopted. I know I speak for the great majority of our members, because I am 
in daily contact with first one group and then the other. Their interest in 
pensions is evidenced by their support of a NAWCAS activity—our continuing 
attempt to persuade manufactures in our industry to contribute to our NAWCAS 
pension fund. 

We have a pension fund, set up by NAWSAS and administered by an insurance 
company, for the simple reason that salesmen are not included in the private 
pension plans which their own companies conduct. Production workers have 
pensions; executives and office employees have pensions—but not the traveling 
men. Yet the latter travel thousands of miles at their own expense to get the 
business which supports the others. This situation deserves correction, both in 
simple justice to the salesmen and for the good of the industry and the economy. 

Unless something is done in that direction, there will be no salesmen to replace 
the present contingent. Our national organization receives hundreds of requests 
each month for names of men who might be willing to fill vacancies. The trade 
papers in our industry are filled with “help wanted” ads for salesmen. But 
salesmen are in short supply—because younger men today prefer the assured 
return and guaranteed security which other jobs can give them. Company pen- 
siou plans are one of the attractions which outweigh the compensations of 
selling. 

Small-business men—the kind of merchants our members call on every day— 
are also affected by this same discrimination. They are having difficulty re- 
cruiting young people to take selling jobs behind the counter. Once high-school 
and college graduates were glad to do this kind of work, because it prepared them 
for going into business for themselves. But the incentive to be self-employed 
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is not as strong us it used to be, largely because it pays so much better to work 
for someone else. 

It takes many years for the fledgling salesman to make good. There are men 
on the road today who suffered real hardships for 10, 15, and 20 years before 
they established a following. Many of them pioneered the same line wh‘ch they 
now carry. The same length of service as direct employees would entitle them 
to retire on an adequate pension, bolstered with social security. But as com- 
mission salesmen they have been excluded from their manufacturers’ pension 
plans. Now they have only 10 or 15 years left in which to provide the r own 
annuity. With taves and travel costs where they are, this is extremely difficult— 
for some it is impossible. 

H. R. 9 and 10 would save this situation. It would give salesmen and others 
who are self employed a chance, and an incentive, to save for their ret rement. 
We earnestly petition you to approve this legislation and speed its way for 
adoption. 

I thank you. 





STATEMENT OF E. J. TRENCH, PRESIDENT, NATIONAL SHOE TRAVELERS’ ASSOCIATION 


My name is E. J. Trench, and I live at 2095 Highland Parkway, St. Paul, Minn. 
I am currently serving as president of the National Shoe Travelers’ Association, 
whose headquarters are in Chicago. 

Our m mbers, who reside all over the United States, and who are affiliated 
with some 28 member organizations, are vitally interested in H. R. 9 and H. R. 10. 
Practically all are selling on commission basis, which means they are excluded 
from corporate pension plans. As we understand the legislation now before you, 
its purpose is to allow and encourage salesmen and oth r self-employed persons 
to accumulate their own retirement funds, by participating in plans approved 
by the Treasury. 

Salesmen in our industry need this help from the Government be ause of the 
many vicissitudes which have plagued traveling men for many years. During 
World War II, for example, shoes were rationed and were in extremely short 
supj ly. Travel was restricted, and the salesmen’s desire to save transportation 
by conducting trade shows was thwarted by the convention ban. After the war 
ended, inflation took its toll: The salesmen could travel again, but the costs of 
travel had multiplied—although the rate of commission remained the same. 

This squ:eze still continues, making it difficult or impossible for our memb>rs 
tosave. It appears to us—and I know that I voice the opinion of salesmen every- 
where in the United States, whether or not they are affiliated with our group— 
that H. R 9 and H. R. 10 may spell the difference between security and despera- 
tion in their postiet rement y. ars. 

One facet of the salesmen’s problem which should be brought to your attention 
is the substantial proportion of men who are nearing retirement age. Section 121 
(c) provides for acceleration of savings equal to 1 percent of the taxpayer's 
earned net income, up to $750, for each year that his age excecds 55. For our 
memb>1s nearing 60 and 65, the advantages are incalculable. 

I would like to emphasize the fact that shoe salesmen, by and large, are in 
the lower middle income group. They have been hit harder by inflation than 
have the salaried and hourly paid employees of their companies. They were 
admitted to social security many years after the others had accumulated benefits, 
and they do not have much longer to save. I respectfully doubt whether you 
could i.nd any other group of self-employed who are in greater need of this 
legislation. 

There are salesmen in many other industries who deserve this help. I would 
also like to mention the small retailers and other small-business men who are 
equally in need of this assistance. Certainly the sheer fact of incorporation, 
versus lack of incorporation, should no longer impose an Iron Curtain between 
those who are employed by others and those who work for themselves. 

I thank you. 





STATEMENT OF JOHN J. SULLIVAN, PRESIDENT OF THE ASSOCIATION OF STOCK 
EXCHANGE FIRMS, IN SUPPORT OF THE JENKINS AND KEOGH Britis (H. R. 9 
AND 10) 


My name is John J. Sullivan. I am a resident of Denver, Colo., and I am 
senior partner of the firm of Bosworth, Sullivan & Co., 660 17th Street, Denver 





96S INDIVIDUAL RETIREMENT ACT OF 1955 


2, Colo. I am making this statement on behalf of the members and member 
firms of the Association of Stock Exchange Firms, of which I am president. 

The association is the voluntary nonprofit trade body of a major proportion 
of the member firms of the New York Stock Exchange. There are 4,364 partners 
or officers of 630 firms with 1,352 branch offices located in 429 cities in 47 States, 
the District of Columbia, 2 Territories, and 6 foreign countries. In addition, 
there are 400 individual members of the New York Stock Exchange who are 
not members of a partnership but who conduct their business on the floor of the 
exchange as sole proprietors in the capacity of traders and specialists. 

Over 95 percent of our member firms are doing business in a partnership 
form, and have been profoundly interested in the general principles of the 
Jenkins-Keogh bills since originally advocated in 1947. They can see no reason 
why ne action has been taken by Congress to correct the glaring injustice in 
our present income tax structure which permits the officers and employees of 
large corporations tax deductions for contributions, under section 401 of the 
Internal Revenue Code, made to retirement plans by the corporation, but ex- 
cludes the partners of our member firms, which all come under the heading 
of small business. 

It seems to us unfair that self-employed persons and individual members of 
these partnerships are denied the opportunity to set aside a small part of their 
savings during peak years, on a tax-deferred basis, as a buffer against old age. 
The arguments for eliminating this gross inequity are practically the same 
as those presented by us to your committee on May 13, 1952. It is our op‘nion 
that the principles incorporated in the Jenkins-Keogh bills are the most practical 
approach toward lessening the discrimination against partners of stock exchange 
firms who do business in partnership form in order to provide maximum financial 
responsibility for the protection of the public. Our members seek to obtain for 
themselves, and at their own expense, some of the benefits of pension iunds 
widely established by organizations which are not partnerships. 

Certain types of arrangements for nonowner executives have become familiar, 
pr¢fit-sharing, pension plans, stock options. The sole proprietor or working 
partner in our industry does not enjoy the benefit of any of these, he is truly 
the forgotten man. 

It is pertinent to note that income from the securities business is highly variable 
for both the individual independent exchange member and the partner of the 
unincorporated stock exchange firm doing business with the public. Federal 
taxation on earned income at its present high level removes virtually all the 
profit from the good years and makes saving to provide for retirement, which 
would ordinarily happen in the good years, practically impossible. For this 
reason tex deferment of the type proposed in the Jenkins-Keogh bills seems 
particularly important to us. 

Our industry is greatly encouraged by the interest shown by the many profes- 
sional associations throughout the country such as the American Bar Association, 
American Medicak Association, American Dental Association, American Institute 
of Accountants, and others in obtaining some relief by amendments to section 
401 of the Internal Revenue Code. We are glad that their many members are 
becoming aware of the unfortunate position with respect to pension provisions 
in which they are placed in comparison with the favored corporate employee. 

Our industry is also further encouraged by the plecge made by President 
Eisenhower in 1952 when he recorded his position that he was thoroughly in 
accord with the principles of this legislation and that in 1942 when legislation 
was being considered offering tax advantages to corporations and their employees 
and the establishment of trust funds, the self-employed individuals were evi- 
dentally forgotten, 

Another year should not be permitted to pass without incorporating in the 
code the principles of the Jenkins-Keogh bills. We respectfully urge that your 
committee report favorably on the enactment of H. R. 9 and H. R. 10. 


UNITED SHAREHOLDERS OF AMERICA, INC., 
New York, N. Y., June 28, 1955. 
Hon. JERE CooPER, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 
Dear Mr. Cooper: The United Shareholders of America, Inc., a nonprofit, non- 
partisan membership organization of independent shareowners in American cor- 
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porate industries, wishes to go on record as favoring passage of the Jenkins- 
Keogh bills known as H. R. 10, and companion bill H. R. 9, entitled, “Pensions 
for the Self-Employed and Pensionless Employed.” 
Yours very truly, 
BENJAMIN A, Javits, President. 


MINNESOTA Socrery OF CERTIFIED PusLtic ACCOUNTANTS, 
Winnea polis, Minn., June 24, 1955. 


Hon. JERE D. Cooper, 
Chairman, Waus and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Cooper: It is my understanding that the House Ways and Means 
Committee, of which you are a member, will hold hearings on June 27, 1955, 
on H. R. 9 and 10, the Jenkins-Keogh bills, providing for the establishment of 
voluntary pension plans for individuals. As you know, the present kederal 
income-tax laws as enacted by Congress discriminate very unfairly against 
professional and other individuals who are not corporate employees in that 
they cannot set aside part of their income into pension plan trusts and thus 
defer paying income tax on the amount so set aside. I am sure you will agree 
that the portion of the population which is treated so unfairly is a very vital 
and important segment of our Nation. 

Your action in favor of the enactment into law of H. R. 9 and 10 is strongly 
urged. Any action which you may take on behalf of this bill will be greatly 
appreciated. 

Very truly yours, 
W. M. Bury, 
Chairman, Committee on Taxation. 


New York, N. Y., June 28, 1955. 
Hon. EvuGEeNeE J. Keoeu, 
Ways and Means Committee, 
House of Representatives, Washington, D. C.: 

The New York State Society of Certified Public Accountants overwhelmingly 
endorses the terms of H. R. 10, the Keogh-Jenkins bill. It urges you to seek 
prompt and favorable action on the bill and thus to provide equitable treatment 
to the large group of professional men and women now discriminated against 
in retirement legislation. 

Haroip R. Carryn, President. 


Woopwarp, & Co., 
Columbiana, Ohio, June 24, 19: 


do. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 

Dear Stir: I understand your committee is proposing to hold hearings on the 
Individual Retirement Act of 1955. The rapid growth of pension and retire- 
ment plans in large organizations has resulted in a gross inequity to those 
taxpayers not in position to participate in such retirement programs. 

In our practice we deal with small business and there is a great deal of 
dissatisfaction both among employers and employees that employees of big 
business are getting a tax-free retirement program, while others have to help 
pay for it, without having any corresponding benefits. 

You recall the inequity that existed for a number of years in favor of the 
residents of community property States, and which Congress finally remedied 
by amending the tax law so all taxpayers filing joint returns could compute 
their tax on a similar basis. There should be no delay in affording relief 
from the present inequity on retirement income and I urge your committee 
to place this revision on your priority list, for every fairminded person will 
recognize the injustice of the present status. 

Thanking you for your consideration, I am 

Yours truly, 
J. W. Woopwarp. 


65638—55——-19 
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WIENER, VIERLING & Karasov, C. P. A., 
St. Paul, Minn., June 27, 1955. 
Hon. JERE D. Cooper, 
House of Representatives, 
United States Congress, Washington, D. C. 


Dear Mr. Cooper: We wish to express our support of the Jenkins-Keogh bills 
regarding pension plans for individuals. We feel such an act is necessary for 
individuals as compared to corporations in conducting operations under our 
current tax laws. 

Very truly yours, 
ELLioTr KARAsov. 


NATIONAL COUNCIL OF APPRAISERS AND INSPECTORS, INC., 
Washington, D. C., July 5, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Sire: It is the sincere conviction of the members of the National Council of 
Appraisers and Inspectors that the provisions of H. R. 9 and H. R. 10 should 
be enacted into law. 

Self-employed persons should not be discriminated against as they now are 
under the present internal revenue laws, but should be permitted to share 
benefits equally with those individuals who are eligible to participate in pension 
and profit-sharing plans. 

We wish to urge strongly the approval of these bills by the Ways and Means 
Committee. 

Respectfully yours, 
Wma. A. FurMAN, Jr., President. 


WATERTOWN, N. Y., June 28, 1955. 
CLERK, COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D. C. 


Dear Stirs: I would like to say a few words in favor of the Individual Retire- 
ment Act of 1955 as a public accountant. 

My contacts with individuals and small corporations discloses they feel they 
have been left out as they see employees seeking and obtaining many benefits, all 
nonta»able, such as pension funds, fringe benefits, supplemental pay, health in- 
surance, sick pay, social security, unemployment insurance, and others. By 
not being able to share in all these benefits on the same basis, the self-employed 
not only feel left out but they also feel that they are being made to contribute 
the major part of the cost of such programs, thereby being hit twice. 

Many small-business men are discouraged by the plethora of laws being passed 
for the laborer, who, while deserving, yet all of his benefits have been made pos- 
sible by acts of Congress rather than by the extraordinary application of his own 
wits and energy as have the self-employed who have applied themselves for years 
in schooling, then training, and finally venturing upon business ventures of their 
own without the benefits of any of the security measures that exist for the la- 
borer. To put the matter in another way, one group, the self-employed, are 
applying themselves in their daily living as members looking up to a democratic 
form of government, while the other group, the employees, are applying them- 
selves by looking up to and expecting even more of a socialistic form of govern- 
ment. Denying the self-employed a retirement benefits act would tend to accen- 
trate this trend and promote controversy and strife rather than peace and 
harmony. 

Granting the benefits of a retirement fund to the self-employed would tend to 
encourage efforts to make larger earnings in order to make larger payments into 
the fund and awaken the desire to win a higher standard of living again, thus 
stopping the trend of not caring to make more than is necessary just to make a 
living and get by and the resulting less income taxes. 

Yours very truly, 
JOSEPH W. MARTINEY, Public Accountant. 
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SEATTLE, WASH., June 28, 1955. 
Re Individual Retirement Act of 1955, H. R. 10 


CLERK, COMMITTEF. ON WAYS AND MEANS, 
New House Office Building, Washington, D. C.: 


This statement is addressed to the clerk in triplicate for inclusion in the 
printed record as the writer is unable to make a personal appearance. 

Objection is taken to Representative Keogh’s bill for it is understood that the 
exclusion would be made available to self-employed persons but not to employees 
or former employees. This, if true, perpetuates and extends a gross injustice to 
the disadvantage of employed persons like the writer not now covered by private 
plans and consequently at a serious disadvantage, from an income-tax point of 
view, in the matter of accumulating funds as a provision for old-age retirement. 

Request is respectfuliy made that the foregoing condition be considered so 
that discrimination may be avoided and the favors now made avai'able to some 
groups covered by qualified retirement plans may be extended ratably in equity 
to all. 

Harry G. PHIpps, 

An Accountant in Private Practice. 


STATEMENT RE H. R 9 anv H. R. 10 ny THE AMERICAN LIFE CONVENTION AND THE 
LIfe INSURANCE ASSOCIATION OF AMERICA 


This statement is submitted on behalf of the American Life Convention and the 
Life Insurance Association of America, 2 life insurance company associations 
having a combin d membership of 252 companies representing approximateley 
98 percent of the legal reserve life insurance in force in the United States. It is 
filed with the Ways and Means Committee in connection with the hearings 
announced by the comiuittee on H. R. 9 and 10, two bills relating to the subject 
of tax postponement for individual retirement plans. 

When the Committee on Ways and Means of the 82d Congress held hearings 
on legis'ation for postponement of income tax on income set aside for retire- 
ment, the life insurance company associations filed a statement analyzing H. R. 
4371 and H. R. 4373. Several questionable features of the bills were discussed 
in our statement and ;)our committee was advised that the amendment of these 
bills to remedy the questionable features would require careful study. These 
hills, with some amendwents, were reintroduced in the 83d Congress as H. R. 10, 
H. R. 11, H. I. 2692, and H. R. 6114. The life-insurance companies studied these 
latter bills and filed a statement with the Ways and Means Committee pointing 
out that additional amendments were necessary and desirable. 

H. R. 9 and 10, which are the subject of the current hearings, are the same as 
the above-m -ntioned Lilis introduced in the 83d Congress. 

The life-insurance companies are in accord with the underlying philosophy 
that all persons should be encouraged by tax incentives or otherwise to save for 
their old age. They realiz> also that individuals who are not employees of 
corporations having retirement plans may be at a disadvantage under the pres- 
ent tax laws and are finding it increasingly difficu't to provide for their retire- 
ment. The basic problem is to develop a sound plan that will remove this dis- 
advantage. 

A fundamental principle that should be carefully considered is whether indivi- 
dual retirement legislation should narrowly limit the channels through which 
taxpayers may save for retirement. While the pending bills seek to encourage 
savings to provide for retirement, the benefits of the proposed legislation are 
extended only through bank trusts or restricted annuities. Many taxpayers 
have already established retirement savings plans involving life insurance or 
other forms of investment which would not qua'ify under these restrictions. 

For e ample, the proposed legislation would not permit a taxpayer to buy an 
endowment life-irsurance policy or to use his existing life-insurance policies. 
Concern has been expressed that many personal life-insurance programs might be 
abandoned in order to obtain the tax advantage contemplated under these bills. 

It is essential that existing programs, designed to protect dependents in the 
event of death and to provide for retirement in old age, be preserved. Unless 
the le~islation ultimately adopted permits the use of these existing programs as 
« method of funding contributions, undoubtedly there would be a tendency to 
surrender su‘h protrams in order to set up retirement plans that wou!d meet 
the requirements of the new law. In many cases it would be socially undesirable 
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and economically unsound for taxpayers to make this shift simply to reduce their 
tax burdens. Any individual retirement legis!ation should be so drafted that 
taxpayers as far as practicable will not be discouraged from continuing estab- 
lished savings programs. 

The broad facilities of the life-insurance companies should be kept available 
to carry out the purposes of the bills. Individuals should not be deprived of the 
right to select one of the most important and extensively used methods of pro- 
viding their retirement benefits. 

If the individual retirement problem is to be solved along the lines of H. R. 
9 and 10, the life-insurance companies strongly recommend that the bills be 
amended to include a provision permitting individuals to accumulate their re- 
tirement savings in both new and existing life-insurance policies without the 
intervention of a trust. Only the savings feature of the policy would qualify 
for tax deferment. The cost of the insurance protection as distinguished from 
the savings feature of the policy would not qualify. This tax treatment would 
parallel the use of life-insurance policies under qualified employee-pension plans. 

Another related and important question is whether it is socially desirable to 
enact legislation which would require taxpayers to put their savings in a retire- 
ment fund or plan from which no withdrawals could be made until age 65, except 
in the event of total and permanent disability. No provision is made in the 
pending bills to permit the taxpayer to utilize his savings during periods of 
extreme financial need. This would very likely deter many individuals from 
participating in a savings program of the restricted type proposed, and might 
limit the benefits of the bills to those who are in very comfortable financial cir- 
cumstances. Thus the life-insurance companies believe that it would be unde- 
sirable to restrict retirement savings, whether in a life-insurance policy or in 
other forms of investment, so that they could not be withdrawn by the taxpayer 
in the event of personal financial emergency. It should not be too difficult to 
guard against abuse of the privilege of withdrawal. 

The amendment of these bills to remedy these undesirable features requires 
careful consideration. We recognize the technical difficulties which would have 
to be overcome in order to achieve a workable system. We again offer our ¢o- 
operation in lending technical assistance with respect to those matters which 
involve the services furnished by the life-insurance companies. 


CLAYTON, N. Mex., June 24, 1955. 
Re H. R. 10, Individual Retirement Act of 1955. 
CLERK, COMMITTEE ON WAYS AND MEANS 
New House Office Building, 
Washington, D. C. 


My DEAR Sik: With reference to the hearing on the above resolution, I wish 
to make a suggestion which I believe would be of material benefit to the tax- 
payer and finally result in a great saving of funds to the Treasury Department. 

As I understand, the proposals for consideration suggest a limited exclusion 
from gross income for premiums paid on annuities of self-employed persons. 

A taxpayer 35 years of age could presently purchase a 30-pay-life contract for 
$320. At maturity he is eligible for retirement with a monthly income for life 
of $67.50. This income would supplement his social-security benefits to the 
extent that he would probably be able to live on them. 

A continuation of present economic trends will undoubtedly demand within 
the next 30 years, an increase in social-security benefits, unless the beneficiaries 
are able to provide certain retirement benefits from their own investments. 

A $300 allowance for premiums paid on annuity or insurance contracts, con- 
vertible for annuity purposes, would cost the Government approximately $60 
per year in taxes. It would provide the annuitant with an annual income of 
approximately $800 for life—10 years certain. 

I recommend a $300 allowance from gross income on currently purchased 
annuity or insurance contracts. 

Very truly yours, 
N. O. BRANE, R. P. A. 
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Re Individual retirement plans for self-employed and others not covered by 
qualified pension plans 
JUNE 28, 1955. 
From: The National Association of Life Underwriters, 11 West 42d Street, New 
York, N. Y. 
To: Committee on Ways and Means, United States House of Representatives. 

The National Association of Life Underwriters, a trade association represent- 
ing a membership of approximately 60,000 life-insurance agents, wishes to take 
this opportunity to express to your committee its views with respect to H. R. 9 

(Representative Jenkins, Ohio), H. R. 10 (Representative Keogh, New York) 
and similar bills, which we understand you now have under consideration. In- 
asmuch as H. R. 9 and 10 are fairly typical of the numerous bills dealing with 
the above-captioned subject, we shall hereinafter generally refer to all these 
bills as the Jenkins-Keogh bills and the bills. 

Broadly speaking, these bills would permit any self-employed person and any 
employee who was not covered or eligible for coverage under a qualified pension 
plan set up by this employer to exclude from gross income annually limited 
amounts paid by him into a bank-trusteed restricted retirement fund or toward 
the purchase of a restricted retirement annuity contract issued by a life-insurance 
company. Upon reaching age 65 (or later retirement), any such individual 
could commence receiving distributions from the restricted retirement fund or 
payments under his restricted retirement annuity contract and would then be 
required to report such distributions or payments as taxable income. Prior to 
the participant’s reaching age 65, there could be no distributions from the 
restricted retirement fund or payments under the restricted retirement annuity 
contract to him or his beneficiaries, except in the event of his total and permanent 
disability or death. 

As you will recall, your committee has twice before held hearings on sub- 
stantially identical proposals. The first such hearing took place on May 13, 
1952, and the second, in August 1953, during the course of the hearines on 
general revenue revision preliminary to the drafting and introduction of H. R. 
8300, the Internal Revenue Code of 1954. On both of these prior occasions, we 
filed with you statements, dated, respectively, May 9, 1952, and August 12, 1953, 
setting forth our views with respect to this type of legislation. While our 
position remains substantially unchanged, we feel that we should once again 
restate our views for your consideration. 

We wish to make it clear at the outset that we still agree with and endorse 
the general principle underlying the Jenkins-Keogh bills. At the same time, 
however, Wwe are opposed to the bills themselves in their present form for the 
reasons that they would (1) create a totally unwarranted and unjust discrimi- 
nation against life insurance, and (2) tend to cause widespread and unwise 
surrender and lapsation of existing annuity, life insurance, and endowment con- 
tracts, which would certainly not be in the public interest. Moreover, since 
these bills (except as hereinafter mentioned) would deny any sort of income 
exclusion to employees covered or eligible for coverage under qualified pension 
and profit-sharing plans, they would not only result in discrimination against 
such employees but also tend to have an extremely unsettling effect on the 
thousands of plans now in existence, many of which are funded by life insurance 
and annuity contracts. We shall proceed to elaborate on these objectionable 
features of the bills and to suggest possible means of eliminating them. 

While the Jenkins-Keogh bills would encourage an individual to provide for his 
retirement through the purchase of a restricted retirement annuity contract or 
contracts, as well as through participation in a restricted retirement fund, he 
apparently would not receive the benefit of the contemplated income exclusion 
for payments made on account of existing annuity contracts otherwise qual fied 
as restricted. Even more important, the bills would absolutely prec'ude the use 
of life insurance and endowment contracts as permissible methods of funding 
his retirement program. As your committee is undoubtedly well aware, life 
insurance and endowment contracts are immensely popular and sound invest- 
ments in that they provide not only a means whereby the breadwinners in millions 
of families can, through the cash values accumulated under such contracts, assure 
themselves of adequate retirement incomes but also invaluable life-insurance 
protection to their dependents in the event of their premature death. To exclude 
these types of contracts as permissible funding media under the Jenkins-Keogh 
bills would, we fear, lead many people, in their desire to obtain the current income- 
tax advantages resulting from their participation in restricted retirement funds 
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or their purchase of restricted retirement annuity contracts, to lapse or sur- 
render existing life insurance and endowment contracts, to the eventual detriment 
of themselves and their dependents. 

At this point we should also like to remind your committee that the principal 
argument advanced by the sponsors of these bills (i. e., the doctors, lawyers, 
etc.) is that they are entitled to receive substantially the same income-tax con- 
siderations in setting up their retirement programs as are accorded to employees 
covered by qualified pension and profit-sharing plans. As we have already 
indicated, we are in agreement with their premise. However, we should like 
to remind you—and them—that thousands of these employee plans are funded 
by life insurance and endowment contracts. Therefore, we see no reason why 
such contracts should not also have their rightful place in the sun under the 
bills that you are now considering. 

Accordingly, we propose that if the Jenkins-Keogh bills or similar measures 
are to be enucted, they first be amended to include appropriate provisions permit- 
ting the use of both new and existing individual life insurance and endowment 
policies, as well as annuity contracts, as one of the methods whereby a tax- 
payer may fund his retirement program. Briefly stated, we contemplate that 
such a plan would be applicable to any such policy (either new or existing), 
except a term-insurance policy. That portion of the premium which is applied 
to building up the policy reserve would be excludable from the taxpayer’s current 
income, while that portion of the premium representing the cost of any pure 
insurance protection provided under the policy would not be excludable. (This 
would simply parallel the tax treatment given to employees under qualified 
pension plans that are funded by life insurance or annuity contracts.) The 
policyholder would have the right to surrender his policy for cash or to obtain 
a loan thereon at any time. However, in the event of any such surrender or 
loan, be would be required to report as ordinary taxable income for the current 
year that portion of the entire cash surrender value which was attributable to 
the premiums that he had previously excluded from his income. Moreover, he 
would not be permitted to lessen the resulting tax liability by qualifying a 
number of small policies, instead of one large policy, for the Jenkins-Keogh tax 
treatment. In such case, if he surrendered or borrowed against any one of 
such policies, the cash surrender values of all (to the extent attributable to 
premiums theretofore excluded from income) would have to be reported as 
taxable income. Thus, while the policyholder could surrender or borrow against 
his policy or policies in the event of real economic need, we believe that the tax 
consequences outlined above would serve as a deterrent to taxpayers who might 
otherwise be more interested in jiggling their tax liability from year to year 
than in setting up bona fide programs designed to take care of their retirement 
needs. 

Apropos of our suggestion that a taxpayer owning qualified life insurance 
or endowment policies be allowed to surrender or borrow against them at any 
time prior to age 65, we should like to explain, first of all, that this flexibility 
would be necessary to meet the requirements of State laws, which will not permit 
the issuance of life insurance policies containing provisions “tvin’ up’ t'e 
cash values thereof. However, we wish to make it perfectly clear that we are 
not asking that this liberalized treatment be confined to life insurance and 
annuities under the Jenkins-Keogh bills, but suggest that consideration be 
given to extending similar treatment to restricted retirement funds and to any 
other form of savings that your committee may see fit to include in te hills. 
In this connection, we are extremely doubtful, in any case, of the social desira- 
bility of making it virtually impossible (as would the existing form of these 
bills) for a man to use his savings no matter how dire his needs and those 
of his family may be. In addition, we feel constrained to point out that because 
of the restrictive nature of the present bills, participation in the retirement 
programs and the resulting tax benefits provided thereunder would, in our 
opinion, be confined largely to older individuals in the higher-income tax 
brackets, especially where such individuals already had a backlog of savings, 
accumulated in years past when taxes were much lower than at present, which 
they could funnel into a restricted retirement fund or a restricted retirement 
annuity contract. 

3efore leaving the forezoing point, we should like to emphasize that we are 
not making a plea that life insurance be given special treatment that is more 
favorable than that accorded to any other form of savings program that may 
ultimately be provided by the Jenkins-Keogh bills. We simply are of the 
conviction that life insurance should be recognized as one of the permissible 
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methods of funding the contemplated individual retirement programs just as it 
has long been recognized as such in the case of qualified pension and profit- 
sharing plans. 

As mentioned earlier in this statement, we also note that H. R. 9 and 10, like 
their predecessor bills in the 82d and 83d Congresses, would completely deny the 
tax benefits provided thereby to employees who are covered or eligible for 
coverage under qualified pension or profit-sharing plans set up by their employers. 
We wish to point out that under many such plans, employees have to serve long 
waiting periods before becoming eligible to participate or, once having become 
participants, have no vested rights in the employers’ contributions to the plans. 
Accordingly, while those employees who serve until retirement may thereafter 
receive very substantial pensions, there are many others whole leave the service 
of their employers prior to retirement and, therefore, receive nothing under 
such plans. Thus, while the proponents of H. R. 9 and 10 contend that one 
of the principal purposes thereof is to eliminate the discrimination in income-tax 
treatment that now exists against them and in favor of employees covered by 
qualified pension and profit-sharing plans, the fact seems to be that unless such 
employees are permitted a limited income exclusion under this type of legislation, 
the existing situation will simply tend to be reversed by the creation of a new 
discrimination. We feel sure that such a discrimination would have a substan- 
tial, adverse impact on the thousands of existing pension plans, many of which, 
we repeat, are funded by life insurance and annuity contracts. 

H. R. 2092 (Representative Ray, N. Y.) takes cognizance of the foregoing point 
and would provide a partial solution by permitting an employee who is a “mem- 
ber” of a qualified pension or profit-sharing plan at any time during a given tax- 
able year to exclude from gross income during such year up to 50 percent of the 
excludable amount permitted in the cases of the other taxpayer beneficiaries 
of the bill—i. e., self-employed individuals and employees who are not covered 
by qualified pension and profit-sharing plans. We think that this 50 percent 
exclusion is fair enough in amount. However, we believe that provision should 
also be made whereby employees covered by qualified contributory pension plans 
may he permitted to count their own contributions to such plans in computing 
the allowable income exclusion. . 

In conclusion, we should like to say once again that representatives of our 
association will be pleased to discuss the above-suggested amendments in greater 
detail with your committee or its staff at any time or to help in any other way 
that we can in developing a satisfactory and equitable means of solving the rec- 
ognized plight of the intended beneficiaries of the Jenkins-Keogh bills. 

Respectfully submitted. 

GERARD 8S. Brown, 
CLU, Chairman, Committee on Federal Law and Legislation. 
CARLYLE M. DUNAWAY, 
Counsel. 





SAMUEL N. AIn & ASSOCIATES, 
New York 5, N. Y., June 29, 1955. 
COMMITTEE ON WAYS AND MEANS, 
New House Office Building, 
Washington 25, D.C. 

GENTLEMEN: Reference is made to the hearings held on June 27 and 28 on the 
Individual Retirement Act of 1955. 

There are enclosed reprints of an article I wrote for the April 1955 issue of 
Trusts and Estates magazine on certain technical deficiencies of the proposed 
legislation and an outline of means of avoiding these deficiencies. 

It is requested that the article, “Pensions for the Self-Employed,” be included 
in the printed record of the hearings. 

Very truly yours, 


SAMUEL N. AIN. 


PENSION AND PROFIT SHARING DIGEST 
Samuel N. Ain 
PENSIONS FOR SELF-EMPLOYED 


In this and two prior congressional sessions, bills have been introduced offering 
tax relief to individuals who are ineligible to participate in qualified pension 
plans, particularly professional and other self-employed persons. The ineligibil- 
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ity of those persons arises from the requirement of the Internal Revenue Code 
that a pension plan to be qualified must be that “of an employer for the exclu- 
sive benefit of his employees or their beneficiaries.” 

Identical bills by Representatives Jenkins and Keogh would permit exclusion 
from income tax of contributions into a “restricted retirement fund” or toward 
a “restricted retirement annuity contract” by anyone who is not eligible to be- 
come a member of a qualified pension or profit-sharing plan.” With certain 
special provisions for older persons and for the carryover of unused exclusions, 
such an individual may contribute annually up to 10 percent of the first $75,000 
of his earned net income. A lifetime limitation on such exclusions is set at 
$150,000. To qualify as a restricted retirement fund or a restricted retirement 
annuity no benefits may be paid therefrom prior to the individual’s attaining 
age 65 except in the event of his death or disablement. The restricted retirement 
fund would be exempt from taxation and the payments from such a fund or 
restricted annuity contract would be taxable when received, and if paid out as 
a lump sum after 5 years of accumulating, as a long-term capital gain. 

A man’s contribution of 10 percent of fixed salary each year to retirement at 
age 65 or 70 would produce approximately the annual income shown below, 
assuming 3 percent interest. Upon the death of the participant before retire- 
ment the contributions with interest to the date of death would be refunded. 
Upon death after retirement before the participant had recovered his contribu- 
tions with interest to retirement, the excess would be paid as a death benefit. 


| Annual ben- | Annual ben- 
| efit at age 65 | efit at age 70 

as a percent- | as a percent- 
| age of salary | age of salary 


Contribution of 10 percent a year starting at age— 





30- a. Sa ak A a ae eet a 43 60 
35. ix 5 ; as gc crdasalie de Picid oemtind Caen kia Gain hae ee a eae | 34 48 
Rios ainkssstsdh caseetumdcedanlia ds Gmslenadnel bo, abies Sune ES ee ee ‘cada h ebsans Shits | 26 38 
45 a chai i sn ald cad epabiomnmaneipeileindlidbed danettedbsieilnag Siena miphaie apelin ae tadeadivlsaiiadianeieae 19 29 
50 chs kion needa cies aaa Sees si 5a iene aeltede oni oil amaiaa eae 13 | 22 
55 wa 5 a ee sabe 8 | 15 
Gtk hb ndeme Fr isthe sd beirenioa et nana beh diacetate 6 | 14 


1 Contribution at 15 percent of salary as provided in Jenkins-Keogh bill 


An excellent case can be made for making available to the professional man 
no less than to the corporate employee an opportunity of accumulating a retire- 
ment fund on a comparable tax favored basis. But too little thought has been 
given to the serious consequences of the Jenkins-Keogh bill, particularly its 
effect on qualified pension and profit-sharing plans and the discrimination it 
would create against employees who are or could be covered by such plans. 

An employer who wants to establish a pension under section 401 (a) of the 
Internal Revenue Code must include a representative group of his employees 
and must provide benefits that will not discriminate in favor of stockholders, 
supervisory or highly paid employees. He cannot select his key employees and 
provide a pension plan for them alone. Moreover he must establish a definite 
plan and commit himself to a more or less fixed annual contribution (with 
some flexibility depending upon the funding used). 

If the proposed bill were to become law such an employer would have a more 
attractive alternative procedure. He could first determine which key employees 
he wishes to cover and the benefits he would provide. Then he could merely 
increase their compensation so that they, as individuals, could participate in a 
restricted retirement fund to the extent of the increase in compensation. Since 
the employee who participates in the restricted retirement fund is not con- 
mitted to a fixed contribution each year, the employer can vary the additional 
compensation from year to year, up to the limit permitted by the bill, depend- 
ing upon the profits in the year and his own inclination. The employer gets 
a deduction and the selected employees get the same tax advantages during the 
accumulation and payout periods as under a 401 (a) trust. 

An employer with 100 salaried employees wishing to establish a qualified pen- 
sion plan at the present time may have to cover 60 employees in a nondiscrimina- 
tory manner. Under the proposed bill he could cover 5 or 6 or even limit the 


1See discussions in Trusts and Estates, Feb. 1954, p. 92; Oct. 1953, p. 775; Nov. 1952, 
p. 808; on prior proposals. 
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benefits to stockholder employees. Unless his employee relations or his own con- 
science dictate the necessity for broad coverage, many an employer in such a situ- 
ation will not use the vehicle provided by section 401 (a) but will prefer to pro- 
vide benefits to individually selected employees. 

An employer contemplating a profit-sharing plan would frequently find it 
more advantageous to provide benefits to the individually selected employees 
in the form of additions to their regular compensation which would vary 
with profits and which the employees would then contribute to their own 
restricted retirement funds. While the limitation on contributions may be 
greater under a qualified profit-sharing plan, the ability to pick and choose 
both coverage and benefits would probably outweigh this consideration. 

A good many employers in establishing qualified pension or profit-sharing 
plans are primarily concerned with a handful of employees. We can therefore 
expect that if the bill should become law fewer employer sponsored pension and 
profit-sharing plans will be established. In fact, there is considerable likeli- 
hood that many current plans, particularly those of smaller organizations, will 
be terminated and the key employees in these organizations will receive their 
benefits through the new device. In such cases the other employees will be 
covered only by governmental plans to which may be added union negotiated 
pension plans. One consequence of this may very well be to encourage the 
growth of white collar unions. 

It is generally agreed that the objective of our public policy as evidenced by 
the requirements of section 401 (a), is to encourage through tax inducements 
the growth of private pension plans which do not discriminate in favor of 
stockholders, executives, or highly compensated individuals. To the extent that 
these proposed bills would operate against that growth they would run coun- 
ter to public policy. The possibility of this should not be obscured in the 
effort to eliminate tax inequalities between employed and self-employed. 

A solution to the problem of pensions for the professional, the self-employed, 
the sole proprietor and partner must be found. However, it does not lie in the 
proposed bill which would create even greater inequities. Perhaps it may be 
found in the amendment of section 401 (a) itself so that the self-employed 
can be considered employees for the purpose therein. Of course, many limita- 
tions would have to be provided to prevent serious abuse. They could be es- 
tablished in part by law, but mostly by regulations. 

An illustration of the extension of the term “employee” is found in section 
3797 (a) (20) of the Revenue Act of 1951 which provided that, with respect 
ic stock bonus, pension, profit-sharing, and annuity plans the term “employee” 
shall include a full-time life-insurance salesman who is considered an employee 
for the purpose of subchapter A of chapter 9, or, in the case of services 
performed before 1951, who could be considered an employee if his services 
were performed during 1951. 

Employee contributions under qualified pension or profit-sharing plans are 
not excludable for income-tax purposes, whereas in the proposed bill all 
contributions of the participants to the restricted retirement fund would be so 
excludable. Unless some restriction is imposed, this advantage to the self-em- 
ployed will exist if the proposal outlined above, extending the definition of 
“employee” in section 401 (a), is followed. A means of controlling it may be 
available, however, in permitting the Commissioner to rule that, in plans 
which include the self-employed, a certain percentage of the contributions can 
be deemed to be nonexcludable. This percentage can vary, being largest for 
the self-employed without any other employees where the benefits are relatively 
high, and zero where there is a large number of other employees and the 
benefits are more modest. Thus in the richer and more limited plans the em- 


ployees would be treated as if they were contributing in part toward their bene- 
fits. 





AMERICAN FEDERATION OF LABOR, 


Washington 1, D. C., June 30, 1955. 
Hon. JERE Cooper, 


Chairman, House Ways and Means Committee, 
House Office Building, 
Washington, D. C. 


DEAR CONGRESSMAN Cooper: I understand that your committee is now consid- 
ering H. R. 9 and H. R. 10 which provide for exclusion from taxation on a current 
basis of a portion of earned income paid as a premium under a restricted retire- 
ment annuity contract. 
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The American Federation of Labor is opposed to these bills because they pro- 
pose tax relief for a particular group of taxpayers that may involve revenue loss 
that has been estimated at as high as $3 billion yearly. Up to this time, we have 
heard of no substantial reason that would justify the loss of whatever amount 
of revenue loss that may be involved through approval of these bills. 

The beneficiaries of H. R. 9 and H. R. 10 would for the most part be self- 
employed professionals in the middle and upper income groups who have not 
elected to come under social security. Enactment of the bills would enable these 
taxpayers to secure tax deferment on 10 percent of their earned income up to 
a maximum of $7,500 yearly if such portion of their income is paid into a 
restricted retirement fund. They would thereby be placed in a decidedly favored 
position as compared to the several million self-employed covered by social 
security who pay 4 percent and eventually will pay 6 percent on earned income 
up to $4,200 the whole of which is subject to income tax on a current basis. 

We do not believe self-employed professionals should be given preferential 
tax treatment because they have elected not to come under social security. If 
and when they are covered by social security it would seem appropriate to 
appraise the nature and extent of any tax disadvantage they may be incurring 
in relation to the taxation of their contributions for retirement as compared to 
the taxation of other taxpayers. In the meanwhile we trust that your committee 
will not recommend passage of H. R. 9 or H. R. 10 which would open up a new 
tax loophole through which the Government would lose hundreds of millions of 
dollars of much needed tax revenue. 

Sincerely yours, 
GEORGE MEANY, 
President, American Federation of Labor. 


New York, N. Y., June 27, 1955. 
Re hearings on H. R. 9 and H. R. 10. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Cooper: For several years I have been following with inter- 
est the development of the Jenkins-Keogh proposals both in and out of Congress, 
An article of mine, Tax Free Earnings for Retirement, published in the Wisconsin 
Law Review, July 1953 (No. 4), analyzed the proposed legislation in detail. As 
a result of that analysis and from my familiarity with the subject I respectfully 
suggest that certain changes in the bill are necessary from the point of view of 
facile administration and in order to close unwanted loopholes. Those changes 
are embodied in a proposed bill, submitted herewith, which is very similar to 
the legislation before you, except for the modifications mentioned. 

Thank you for your kind attention, I am 

Respectfully yours, 
Irvine D. Isko, 
Counselor at Law. 


A bill to amend the Internal Revenue Code to promote saving for retirement and to 
encourage the establishment of voluntary pension plans by individuals 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Individual 
Retirement Act of 1955.” 

Sec. 2. Section 217 of the Internal Revenue Code (relating to certain cross 
references) is hereby renumbered section 218 and the following is enacted as 
section 217. 

“SEC. 217. AMOUNTS PAID FOR RETIREMENT. 

(a) GENERAL Rute.—There shall be allowed to an individual as a deduction 
the amounts paid during the taxable year, for the purpose of providing for his 
retirement, as premiums under a restricted retirement annuity contract or to a 
restricted retirement fund, qualified pension or other plan under section 401 or 
to a pension plan of a government or agency thereof or exempt organization. 
Amounts so paid within the first sixty days of a taxable year shall be considered 
as paid on the last day of the preceding taxable year. 

(b) ANNUAL MAaxtmum.—The deduction allowable under this section shall not 
exceed 10 percent of the taxpayer's earned net income, computed without regard 
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to this section, or $7,500 whichever is lesser; except that in the case of an in- 
dividual covered by a pension or other plan of an employer under section 401 or a 
pension plan of a government or agency thereof or exempt organization, the 
deduction allowable under this section shall be reduced by the amount of con- 
tributions to such pension or other plans or to a restricted retirement fund or as 
premiums under a restricted retirement annuity contract made during the taxable 
year for his benefit by such employer, government or agency thereof, or exempt 
organization. 

(c) SpectaL Rue For INpIvipuALsS Over Firty-rive.—In the case of an in- 
dividual who before January 1, 1955, has reached his fifty-fifth birthday but who 
has not attained age 75 on or before the first day of the taxable year, the 
deduction allowable shall be a percentage of the amount computed under sub- 
section (b). That percentage shall be 100 percent plus 1 percent for each year 
of his age in excess of fifty-five on January 1, 1955, but not exceeding twenty. 

(d) Carryover.—If for any taxable year to which this section is applicable, 
the maximum deduction allowable under subsection (b) shall exceed the sum of 
amounts paid and considered as paid under subsection (a), that excess shall be 
earried forward to any or all of the next succeeding five taxable years, in order, 
and applied in whole or in part until exhausted to increase the deduction allow- 
able in each year to a maximum of $7,500, without regard to the special rule of 
subsection (c). 

(e) AGGREGATE LimITrATION.—In the case of an individual for whose benefit 
contributions have been made in the current taxable year or previous taxable 
years by an employer to a qualified pension or other plan under section 401, or 
by a government or agency thereof or exempt organization to a pension plan, 
or by any person other than himself to a restricted retirement fund or as pre- 
miums under a restricted retirement annuity contract, or who has deducted 
amounts under this section in previous taxable years, the deduction allowable 
under this section shall not exceed the excess of $150,000 over the aggregate of 
such contributions made and amounts deducted. 

(f) Derirnrrions.—For the purposes of this section— 

(1) The term “pension plan of a government or agency thereof” includes 
a pension plan set up for its officers or employees or both by the United 
States or any agency or Territory thereof, the District of Columbia, any 
State or political subdivision or instrumentality of either. 

(2) The term “exempt organization” means an organization described 
in section 501, subsections (c) or (d), or section 521. 

(3) An individual is covered by a pension or other plan if he is at any time 
during the taxable year a member of, or is eligible to become a member of, 
or upon meeting specified age or service requirements will be eligible to 
become a member of, or who is receiving or who has received payments 
under a qualified pension or other plan under section 401 or a pension plan 
of a government or agency thereof or exempt organization. 

(g) EARNED Net INcoME, DertNep.—For the purposes of this section— 

(1) “Earned net income” means the excess of the amount of earned income 
over the sum of earned income deductions. 

(2) “Earned income” means wages, salaries, professional fees and other 
amounts received as compensation for personal services actually rendered, 
income from any literary, musical or artistic composition created by the tax- 
payer, and any income from a copyright on such literary, musical, or 
artistic composition, but does not include any amount not included in gross 
income, nor that part of the compensation derived by an individual for per- 
sonal services rendered by him to a corporation which represents a distribu- 
tion of earnings or profits rather than a reasonable allowance as compen- 
sation for the personal services actually rendered. In the case of an indi- 
vidual engaged in a trade or business in which both personal services and 
-apital are material income producing factors, the determination of the 
portion of the profits attributable to personal services shall be made under 
regulations prescribed by the Secretary. 

(3) “Earned income deductions” are those deductions allowed by sub- 
chapter B, except part IV thereof and this section, for the purpose of com- 
puting taxable income, as are properly allocable to or chargeable against 
earned income. 

(h) RESTRICTED RETIREMENT ANNUITY CONTRACT, DEFINED.—A restricted re- 
tirement annuity contract is an annuity contract, in such form as may be 
approved by the Commissioner under regulations issued by the Secretary, writ- 
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ten by a life insurance company providing an annuity payable to the taxpayer 
for bona fide retirement purposes, whereunder— 

(1) No refund, cash surrender value or other cash benefit is payable before 
and income payments do not commence earlier than the date on which the 
taxpayer attains age sixty-five or upon his death before that time, except 
in case of his permanent and total disability (as defined in section 505 (d) (2) 
(4)) which shall be certified to the insurance company by the affidavit of a 
licensed doctor of medicine other than the taxpayer; and 

2) There is no right on the part of the taxpayer to assign his interest 
in the contract or any part thereof except to designate one or more benefi- 
ciaries to receive at his death any refund, cash surrender value, or guaran- 
teed minimum return and except to provide joint, survivorship or joint 
and survivorship income payments in favor of his spouse or any dependent 
or dependents. 

(i) TAXABLE YEARS TO WHICH ApPplicaBLe.—This section is applicable only to 
taxable years beginning after December 31, 1954, but for the purposes of 
subsection (e) contributions to pension or other plans in any or all previous years 
shall be taken into account. 

Sec. 3. Part I of subchapter F of the Internal Revenue Code is hereby amended 
by adding at the end thereof the following new section: 


“SEC. 505. RESTRICTED RETIREMENT FUNDS. 


(a) Exemprion From TAxatTion.—A restricted retirement fund shall be exempt 
from taxation under this subtitle. 

(b) RETIREMENT FUND, DEFINED.—A_retirement fund is a trust, custodian 
account, corporation, or organization formed’ under a written instrument for 
the sole purpose of providing funds for the retirement of its members, and so 
availed of, and to that end to receive contributions from members or for their 
account to the extent that such contributions are allowable deductions under 
section 217, to invest and reinvest the same and distribute its corpus, profits, 
and earnings to its members upon their retirement or permanent disability, and 
to the estate, designated beneficiaries, and survivor annuitants of members who 
die before or after retiring. 

(c) MEMBER OF A RETIREMENT FUND, DeFINED.—An individual is a member of 
a retirement fund if contributions to the fund are made by or for him for the 
purpose of providing for his retirement. 

(d) REsTRICTED RETIREMENT FUND, DEFINED.—A restricted retirement fund is 
a retirement fund whereunder— 

(1) The interest of a member is nonassignable except as to his right— 
(A) to designate one or more beneficiaries to receive at his death any 
interest in the retirement fund to which he may be entitled ; and 
(B) to designate his spouse or any dependent or dependents as a 
joint, survivor, or joint and survivor annuitant under any annuity con- 
tract throvgh which his interest in the retirement fund may be dis- 
tributed ; and 
(2) The exercise of no power of the manager of the retirement fund 
is controlled by a member of that fund or by any person who has contributed 
to it or by any related or subordinate person who is subservient to the 
wishes of a member or contributor. The manager of the retirement fund 
is the trustee or trustees, director or directors, or any person or persons, 
however designated, who control the investment or administration of that 
fund; and 
(3) Except in ease of his total and permanent disability which shall be 
certified by a licensed doctor of medicine, other than a member of the retire- 
ment fund, a distribution of all or any part of the interest of a member in 
a retirement fund may not be made during his lifetime before he attains 
ave sixty-five. A disability shall be deemed to be total if it prevents an 
individual from engaging in any substantially gainful activity from which 
he can earn a livelihood, and it shall be deemed to be permanent during its 
further continuance after it has continued for a period of three months or 
if the individual has suffered the entire and irrevocable loss of the sight 
of both eyes or the severance or entire loss of use of both hands or of both 
feet or of one hand and one foot. 

(e) TAXABILITY OF DISTRIBUTEES.—The amount actually distributed or made 
available by a restricted retirement fund to any distributee (whether member 
of the retirement fund, beneficiary, or joint and/or survivor annuitant) shall 
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be taxable to him, in the year in which so distributed or made available, 
under section 72 as if it were an amount received as an annuity under an annuity 
contract for which the distributee has no investment in the contract; except 
that— 

(1) A distributee shall not be taxable on the value of an annuity con- 
tract distributed to him unless or until that contract is surrendered or other- 
wise disposed of, provided that no part of the value of that contract is or 
can be applied to pay for or continue insurance. 

(2) If the entire interest of a member in a restricted retirement fund 
is distributed in a lump sum after having accumulated over a period of more 
than five years, the amount so distributed shall be treated as a gain from 
the sale or exchange of a capital asset held for more than six months. 

(e) TAXABLE YEARS TO WH/CH APPTICABLE.—This section shall be applicable 
only to taxable years beginning after December 31, 1954. 

Sec. 4. Subsection (c) of section 72 of the Internal Revenue Code is hereby 
amended by adding at the end thereof the following new subparagraph. 

“(5) RESTRICTED RETIREMENT ANNUITIES.—Tle aggregate amount of pre- 
miums or other consideration paid for a restricted retirement annuity con- 
tract or for an annuity contract distributed by a restricted retirement fund 
shall be deemed to be zero.” 

Sec. 5. Subsection (f) of section 72 of the Internal Revenue Code is hereby 
amended by inserting in subparagraph (1) after the word “laws” the following, 
“and were not deducted under section 217,”. 

Sec. 6. Subsection (a) of section 691 of the Internal Revenue Code is hereby 
amended by inserting at the end thereof the following new subparagraph: 

“(5) RESTRICTED RETIREMENT FUND DISTRIBUTIONS.—Amounts actually dis- 
tributed or made available by a restricted retirement fund on or after or 
by reason of the death of a member of such retirement fund shall in the 
taxable year in which so distributed or made available be considered as 
items of gross income in respect of a decedent which are not pronerly in- 
cludible in respect of the taxable period in which falls the date of his death 
or a prior period.” 

Sec. 7. Section 62 of the Internal Revenue Code is hereby amended by adding 
at the end thereof the following new subparagraph: 

“(7) AMOUNTS PAID TO A RESTRICTED RETIREMENT FUND OF FOR RESTRICTED 
RETIREMENT ANNUITIES.—The deduction allowed by section 217 (relating to 
amounts paid to a resricted retirement fund, as premiums under a restricted 
retirement annuity contract or to certain pension or other plans).” 

Respectfully submitted. 


Irvine D. Isko. 





San FRANcIsco, CALIF., June 29, 1955. 
In re H. R. 10. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


My Dear Mr. CHAIRMAN: The purpose of this letter is to revister a protest 
against the principles of H. R. 10 and to point out briefly the principal reasons 
why I believe its enactment would be unfortunate. 

I am opposed to the bill, as I have been op osed to previous bills of the same 
nature, despite the fact that its enactment would be of great personal advan- 
tage to me. Like thousands of other lawyers not even covered by the social- 
security system, I am faced with the fact that there is no possible way that my 
retirement can be pro: ided for except out of savings, after paying taxes. 

Nevertheless, I do not feel that such individual retirement program, as is 
contemplated by H. R. 10, would be for the best interests of the country. 

The economy of the country has been grestly streng*hened, pirticularly since 
1942, by the adoption of many employer financed retirement plans. 

I, personally, have had a great deal of experience with these plans, and I am 
sure that I have drawn and qualified as many pensions and profit-sharing plans 
in the last 6 years as any lawyer in northern Cali ornia. 

The plain fact is that many corporate employers adopt qualified plans prima- 
rily for the purpose of personal benefit to the owners of the corporation. In 
other words, many existing plans which will provide retirement incomes for 
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thousands and thousands of employees would not have been adopted except for 
the fact that the owners themselves will benefit substantially. This, of course, 
is particularly true in the case of the comparatively small corporation. 

Under H. R. 10, such corporate owners could themselves reap the benefits of 
the bill, and disregard their employees. One result of this is that in time, 
thousands of retired employees may be unable to support themselves and their 
families, and may be a burden on the taxpayers. Another result is that there 
would be a discrimination against nonunion employees because the unions are 
in a position to bargain for pension plans for their members. 

It seems to me that the desirable results of H. R. 10 could be accomplished by 
confining its benefits to proprietor and partnerships, having not more than a 
designated number (perhaps eight) of employees; that any such having more 
employees be required to qualify any retirement plan under section 401 of the 
Internal Revenue Code of 1954; and that section 401 be amended to provide, in 
effect, that for the purposes of qualified retirement plans, proprietor and part- 
ners be considered to be employees. 

If you, the members of your committee, or your staff, are interested in thoughts 
which I have advanced, and if I can be of any assistance to you in developing 
them, please do not hesitate to call on me. 

Very respectfully yours, 
Cyrus B. KInNa. 


(Whereupon, at 3:57 p. m., the hearing was recessed, subject to the 
call of the Chair.) 


Xx 
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